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Investment Objective - AIF Fall 2012
Our goal is to achieve a risk adjusted return that is equal to or exceeds the S&P 500 benchmark.
We use the Sharpe ratio to measure risk and the portfolio’s risk-adjusted performance. We
implement a value based, active management strategy that focuses on finding companies with
fundamental indicators which are better than their industry averages and are trading below their
intrinsic value. These fundamentals, include: beta, EV/EBITDA price to earnings, return on
equity, dividend yield, return on assets, return on invested capital, price to book value, and
EV/Sales.
We buy companies trading below their intrinsic value and offering a substantial margin of safety
with fundamental indicators better than their industry averages that offer a substantial margin of
safety. We hold companies for the duration of time it takes for the company to achieve its
intrinsic value. We sell companies that fall below the fundamentals of their industry averages or
have reached their intrinsic value.
Our process for determining intrinsic value involves quantitative and qualitative analysis. We
identify market segments that are undervalued and search for companies within that industry that
offer favorable criteria such as: financial ratios, operating metrics, stock metrics, operating
margins, and growth opportunities.
When we believe a stock meets these criteria, we apply qualitative analysis. This includes
researching a company to identify the following: business models, company strategy,
management integrity, long term brand loyalty, market factors, sustainable competitive
advantages and recurring revenues.
Once this research has been conducted, and we feel a company meets our investment objective,
we build financial models to calculate the intrinsic value of a company.
In an attempt to outperform the S&P 500 benchmark, we plan to investigate American
Depository Receipts, and opportunities in mid and small cap equities. Additionally, we will
make use of covered options for the purpose of additional income and generating excess return.
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Healthcare Bottom-Up Analysis
The Archway Investment Fund uses a bottom-up approach to investing as well as looks for
businesses trading below intrinsic value. The fund emphasizes value investing, based on an
underlying perception of its true value including all aspects of the business, in terms of both
qualitative and quantitative factors.
The fund has developed an investment objective that includes gauging beta, EV/EBITDA, priceto-earnings, return on equity, return on assets, dividend yield, return on invested capital, price-tobook value and EV/Sales.
As portfolio managers, after we determine companies that fit our investment objective, we
research the individual sub sectors of the healthcare industry in order to further understand the
economic direction of the industry. The healthcare industry is comprised of four sub sectors:
pharmaceuticals, managed care, facilities, and products and supplies. We aim to keep a diverse
portfolio by diversifying positions in each sub sector. We have looked into biotechnology
companies, as they have potential to offer substantial returns; however, after careful
consideration and research we discovered that these companies do not fit our investment
objective very well as most of these companies are not very risk averse and are often more
volatile.
After analyzing the healthcare industry’s individual sub sectors we look at the industry from an
encompassing view and then relate it to our economic outlook. This process helps us look at
economic indicators and relate them to the securities we hold in order to reinforce our analysis to
buy, hold or sell. The economy as a whole does not make the ultimate decision of whether a
security is qualified for the portfolio. The decisive factor will always trace back to whether or not
the security is undervalued and whether it has potential to increase returns in the future.
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Archway Investment Holdings
WellPoint Inc. (WLP)
Date
Purchase
Bought
Price
09/28/2011 $57.98

Key Statistics
Beta
P/E DIV
(YLD%)
0.94
7.87 1.9%

Target
Price
$101

Current Shares Outlook
Price
Held
$61.82
208
HOLD

Sub
% of
Portfolio sector
1.84%
Managed
Care

P/BV

EV/Sales

EV/EBITDA %ROA

.80

.15

1.80

5.19%

%ROE Sharpe
Ratio
10.53% .01

Business Description
WellPoint, Inc. is a managed-care organization that operates Health Maintenance Organizations
(HMOs), Preferred Provider Organizations (PPOs), and specialty products, including dental,
vision, mental health, and life insurance. The company, formerly known as Anthem, Inc., was
founded in 1944 and is headquartered in Indianapolis, Indiana.
Opportunities & Risks
We believe that WellPoint has strong fundamentals and still holds potential for the future.
Furthermore, WellPoint has recently acquired Amerigroup for $4.9M which is expected to
largely boost the company’s Medicaid business. The only major concern that we have at this
moment is that the company is in the process of looking for a new CEO after the resignation of
Angela Braly on August 28, 2012. In the meantime, John Cannon, the company's executive vice
president, general counsel, corporate secretary and chief public affairs officer, has been
appointed interim CEO. Finding a new CEO is expected to take approximately 6 months
(beginning of third quarter) and as PMs we will be closely following news regarding this process.
Stock Outlook
In addition to John Cannon being appointed the Interim CEO, WellPoint is currently in the
process of reorganizing the company into four business units: Medicaid, Medicare, specialty, and
commercial and individual. As the company transitions into the consolidation of four distinct
units, each under its own leader with more direct control over resources, we believe this will
improve their operational efficiencies which will put the company in an admirable position for
future growth opportunities. Furthermore, the $4.9M acquisition of Amerigroup will allow the
company to strengthen its position with Medicaid. In addition, the company's strengths can be
seen in multiple areas, such as its revenue growth, solid financial position with reasonable debt
levels, attractive valuation levels, and EPS growth.
6|Page

Archway Investment Fund

Healthcare
James Lineberger
Cristina Destefanis

Covidien PLC (COV)
Date
Purchase
Bought
Price
04/20/2010 $44.97

Target
Price
$63.34

Current Shares Outlook
Price
Held
$56.37
220
HOLD

Sub
% of
Portfolio sector
2.01%
Products/
Supplies

Key Statistics
Beta
P/E

P/BV

EV/Sales

EV/EBITDA %ROA

0.84

2.66

2.56

9.28

DIV
(YLD%)
15.34 1.7%

7.85%

%ROE Sharpe
Ratio
18.11% .22

Business Description
Covidien PLC is a global leader in the development, manufacture, and sale of healthcare
products for use in clinical and home settings. Its products are found in almost every hospital in
the U.S. and it has a growing presence in non-U.S. markets. The company markets its products
through direct sales force and third-party distributors primarily to hospitals, surgi-centers,
alternate site facilities, and drug manufacturers. Covidien was separated from parent company
Tyco International in July 2007 and is headquartered in Dublin, Ireland.
Opportunities & Risks
Covidien has been an admirable performer for the fund, as the current price is nearly $12 above
its purchase price and revenue growth has outpaced the industry average by approximately 2%.
There is some concern in regards to the continued weak demand for elective medical procedures.
Also, the company has recently had sub-par growth in net income. Covidien will be faced with
additional taxes, due to the Patient Protection and Affordable Care Act (PPACA) and the
implementation of Obamacare from 2014 forward.
Stock Outlook
The company's strengths are portrayed in multiple areas including its revenue growth, admirable
stock price performance, notable ROE, attractive valuation levels and healthy cash flow from
operations. Compared to 2011 performance, COV's share price has jumped by 29.14%,
exceeding the performance of the broader market. Regarding the stock's future course, Covidien
should continue to move higher despite the fact that it has already enjoyed a very nice gain in the
past year.
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Express Scripts (ESRX)
Date
Purchase
Bought
Price
09/28/2011 $38.33

Key Statistics
Beta
P/E DIV
(YLD%)
1.08
16.2 N/A

Target
Price
$72

Current Shares Outlook
Price
Held
$62.67
341
HOLD

Sub
% of
Portfolio sector
3.3%
Managed
Care/Pharm.

P/BV

EV/Sales

EV/EBITDA %ROA

2.3

.74

13.15

4.98%

%ROE Sharpe
Ratio
8.8%
.79

Business Description
Express Scripts, Holding Co., is one of the largest pharmacy benefit managers in North America.
It provides retail drug card programs, specialty disease management, and prescription drugs
through its retail network. It also provides biopharmaceutical products directly to patients and
physicians. Express Scripts Holding Company was founded in 1986 and is headquartered in St.
Louis, Missouri.
Opportunities & Risks
Express Scripts is benefiting from its recent acquisition of Medco Health Solution which was
obtained on April 3, 2012 for $29.1B. This acquisition allowed the company to be labeled the
Pharmacy Benefits industry’s largest company. Furthermore, the company recently announced it
expects to retain nearly all of its current businesses in 2013, despite the recent resolved issues
with Walgreens. One risk may be noted as second quarter earnings fell roughly 49% due to the
ripple effects of acquisition costs. However, this decline was due to overestimation in stock value.
Stock Outlook
Express Scripts has been a huge performer for the fund as it is currently trading well above its
purchase price. Based on both internal and external analysis, we anticipate that Express Scripts
will effectively use its newfound scale to drive down administrative costs, increasing value for
both clients and shareholders. Furthermore, the company has maintained solid stock performance
despite the costs from the recent Medco acquisition, which leads to an optimistic outlook for
future growth.
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Ensign Group (ENSG)
Date
Purchase
Bought
Price
09/28/2011 $38.33

Target
Price
$72

Current Shares Outlook
Price
Held
$62.67
341
HOLD

% of
Sub
Portfolio sector
3.3%
Managed
Care/Pharm.

Key Statistics
Beta
P/E

P/BV

EV/Sales

EV/EBITDA %ROA

0.71

2.10

.92

6.34

DIV
(YLD%)
13.76 80%

9.68%

%ROE Sharpe
Ratio
16.47% .29

Business Description
The Ensign Group, Inc., through its subsidiaries, provides nursing and rehabilitative care services
in Arizona, California, Colorado, Idaho, Iowa, Nebraska, Nevada, Oregon, Texas, Utah, and
Washington. The company offers nursing, assisted living, home health, and hospice services,
including physical, occupational, and speech therapies, as well as other rehabilitative and
healthcare services for long-term residents and short-stay rehabilitation patients. The company
was founded in 1999 and is headquartered in Mission Viejo, California.
Opportunities & Risks
Ensign is a small cap company that has the potential to benefit the fund as there continues to be
an aging population. The company is expected to uphold a growth position as it maintains an
aggressive acquisition strategy, adding 21 facilities since 2009. One risk relates to volatility
regarding continued softness in acute care hospital admissions as well as higher-margin inpatient
surgeries as a result of macro-economic challenges. Another risk may be considered; as Ensign
continues to acquire various facilities, debts will be expected to directly relate to these additions.
Stock Outlook
The Ensign Group portrays a positive outlook as the company continues to exemplify innovation
and growth through its acquisitions. We maintain a positive outlook for the facilities industry and
believe that based on Ensign’s current market cap and efforts, the company’s forecast consists of
abundant growth.
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Teva Pharmaceuticals (TEVA)
Date
Bought

Purchase
Price

Target Price

Current
Price

Shares
Held

Outlook

% of
Portfolio

Sub
sector

10/25/2012

$40.83

$61

$39.71

376

HOLD

2.21%

Pharm.

Key Statistics
Beta

P/E

DIV
(YLD%)

P/BV

EV/Sales

EV/EBITDA

%ROA

%ROE

Sharpe
Ratio

0.35

16.18

2.10%

1.49

2.26

7.28

6.58%

9.28%

.2

Business Description
Teva Pharmaceutical is the world's largest generic pharmaceutical manufacturers with operations
in 60 countries. In addition to a broad line of generic drugs, Teva also offers important branded
drugs, branded and generic respiratory products, as well as bulk pharmaceutical chemicals.
Generic pharmaceuticals and related products accounted for about 56% of total sales in 2011;
branded drugs for 35%; and OTC medications and other revenues for 9%. Teva Pharmaceuticals
was founded in 1901 and is headquartered in Petach Tikva, Israel.
Opportunities & Risks
Teva has significantly diversified its business, both geographically and by products, which had a
considerable impact on their revenues, gross profit, and expenses for the year. Their revenues
grew to $18.3B in 2011, which is a y-o-y increase of $2.2 billion or 14% from 2010.
Furthermore, new product development arising from new discoveries in biotechnology and
genomics as well as favorable demographics of an aging population present growth potential,
especially for well-defined companies like Teva. With experienced management they are capable
of taking advantage of these trends.
Although Teva is projected to prevail in the future, there are some related risks as well.
Aggressive entry pricing could weaken Teva’s dominant market position, as the market values of
patent expirations will vastly decline. However, this is a disturbing factor for the entire industry
which is dependent on the sales of drugs, losing patent protection and being faced with increases
in taxes from Obamacare.
Stock Outlook
Considering the long-term outlook, we maintain a sense of optimism regarding Teva’s future.
The company is likely to redefine its strategic direction in the coming months, and the overall
consensus is that they will intensify their focus on broadening the branded and especially generic
portfolios in key global markets. Also they are expanding their biologic offerings, and recently
their first biological product has been approved by the FDA.
10 | P a g e
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Healthcare Industry Sub Sectors
Pharmaceuticals
The maturation of the baby-boom generation, longer life spans, and the subsequent increasing
need for prescription drugs paints a favorable backdrop for pharmacy services. In the
pharmaceuticals sub sector, patent expirations continue to be something to look out for. The
largest expirations in 2011 (with 2010 global sales) were Pfizer Inc.’s Lipitor cholesterollowering drug ($10.7 billion), Eli Lilly & Co.’s Zyprexa anti-psychotic ($5.0 billion), and
Johnson & Johnson’s Levaquin antibiotic ($1.4 billion). As more and more patents continue to
expire it may be beneficial to look for branded drug companies that have strong pipelines and/or
a generic drug company that will mitigate patent risks. According to AmerisourceBergen Corp.,
a pharmaceutical services company, the next three years will be a “golden age” of generics.
Branded drugs are expected to lose $73 million dollars of patent expirations by 2015. Between
2012 and 2015, patent expirations will take place for 11 of the top 20 drugs in one or more of the
developed markets.
Managed Care
The federal government, through passage of the healthcare reform law, is attempting to
strengthen the overall US healthcare system by setting regulations that will govern the industry.
The economic and operating environment for the large managed care organizations (MCOs) is
less favorable than those in recent years. Healthcare cost expansion, in aggregate, appears to
have ceased moderating, the unemployment rate is up significantly (though it has recently started
a gradual uneven decline), and government funding has been rising at a slower pace. With
healthcare reform, the government radically changes the way MCOs operate. Although it
provides funding to help subsidize the purchase of insurance by those in need (a positive for
health insurers), it also imposes prohibitions on certain long-standing insurance industry
practices designed to improve profitability and will exact fees from the insurers to help pay for
the reforms.
Facilities
Important hospital industry trends include trends in utilization, the increase in uncompensated
care, the decline in capital expenditures, labor cost pressures, and operating cost trends. As the
cost of hospital care continues to outpace the overall inflation rate and the cost of healthcare
delivery gains increased attention, containing and reducing costs remain a priority. Although the
Medicare pricing outlook remains favorable in the near term, federal and state budget problems
and federal cost cutting could pressure both Medicare and Medicaid reimbursement in the future.
Products & Supplies
Medical products industry will face major challenges over the next several years. Problems are
expected to include constrained hospital capital expenditure budgets, heightened costcontainment efforts, and the impact of healthcare information technology, all of which will be
partially offset by continuing favorable demographic trends. New technologies and expanded
11 | P a g e
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applications of existing ones are key areas of focus and sales drivers in the medical products
industry. However, given the recent efforts at federal healthcare reform legislation, regulators,
payers and researchers are increasingly questioning the incremental value of many of these new
technologies in this new era of cost containment.
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Healthcare Industry
The Healthcare sector is regarded as a defensive sector, as it produces stable earnings, not reliant
upon market conditions. The Healthcare Industry has become more noticeable due to the 2012
United States Presidential election. After economic reform the health reform will be a pressing
topic. Three major forces that the industry will be contending with are (1) the Affordable Care
Act legislature regarding fundamental changes in the financing and delivery of care, (2) U.S.
economic recovery and deficit reduction means cuts in health care and (3) demand for health
services soars as a result of consumer expectations and the aging population. 1 Healthcare
businesses must demonstrate they are delivering better value than competitors; those that don’t
will be penalized.
The US Healthcare sector includes more than 780,000 hospitals, doctor offices, emergency care
units, nursing homes, and social services providers with combined annual revenue of about $2
trillion. The sector is highly fragmented: the top 50 organizations generate just 15 percent of
revenue. The sector includes about 6,500 general hospitals; 75,000 nursing homes and residential
care facilities; 13,000 diagnostic labs; 30,000 outpatient clinics; 127,000 dentist offices; 220,000
doctor offices; and 150,000 family and social services providers.2
The recent re-election of president Obama ensures that Obamacare will be in full effect starting
in 2014. Obamacare will prove to be beneficial to many managed care organizations and hospital
facilities; while, medical devices and supplies will be hindered by a 2% tax.

1

"2012 Outlook on Health Care, Life Sciences and Government." Deloitte. N.p., n.d. Web. 22 Oct. 2012.
<http://www.deloitte.com/view/en_US/us/Insights/hot-topics/2012-industryoutlook/bf99582cad7c3310VgnVCM2000001b56f00aRCRD.htm>.

2

"Health Care Sector - Quarterly Update 8/6/2012." Proquest. N.p., n.d. Web. 22 Oct. 2012.
<http://search.proquest.com/docview/1032634197/139EE875D67742DC8A8/17?accountid=36823>.
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Economic Outlook
The United States spent nearly 18% of its GDP on healthcare in 2010, which is more than double
what other wealthy nations spend on a per-person basis. However, the healthcare sector is
currently in a state of flux while undergoing excessive pressure to lower costs as a result of an
aging population. Moreover, the 2010 Affordable Care Act and other evidence proves that the
extra spending is not resulting in longer life expectancies for Americans. Although this may
cause the healthcare sector to seem risky for investors, the race to cut costs is actually creating
profits in parts of the industry.
According to the Congressional Budget Office, it is anticipated that health costs will increase
roughly 6% overall. As a result, healthcare companies that offer innovation will contribute by a
means of lowering costs and should prevail over the next few years; as will their stock prices.
One focus on target cost reducers is anticipated to be biotechnology companies as they may
significantly reduce the costs of surgery as well as treatments. In addition, pharmaceuticals may
turn profit by helping to lower costs as the demand for health savings accounts is steadily
increasing.
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Bottom-Up EEO Sector
In the Archway Investment Fund, we look to use a bottom-up approach to investing. We focus
our attention on individual companies and look for companies that are trading below their
intrinsic value. We do this by looking at fundamental indicators that include the fundamentals
listed below.
The fundamentals include beta, EV/EBITDA, price-to-earnings, return on equity, dividend yield,
return on assets, return on invested capital, price-to-book value, and EV/Sales.
After finding companies that meet these objectives, we then move into the sub-sector industries
within the various sectors. For Energy, subsectors include: Coal, oil and gas drilling, storage and
transportation, oil and gas equipment/services, refining and marketing, and oil and gas
exploration/production. For Materials, subsectors include: chemicals, textiles, and gold. Thirdly
for Utilities, subsectors include: gas and electricity services.
As portfolio managers we want the companies to match the sub-sectors we believe are going to
perform well against the benchmarks of the S&P 500 and the sector SPDR funds including
SPDR XLE (Energy), SPDR XLB (Materials), SPDR XLU (Utilities).We break this down below
in the report with the sections labeled Industry Subsectors.
After analyzing companies and industry sub-sectors we move into the economic outlook of the
industries. Here, we are looking for indicators that can strengthen our analysis on the individual
companies. The economy as a whole has very little determination on whether or not we believe
the individual company is intrinsically undervalued. The key component to our bottom-up
approach is our overall analysis on the individual company.
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Archway Investment Holding
Chevron (CVX)
Date
Purchase
Bought
Price
2/25/2011 $102.10

Key Statistics
Beta
P/E DIV
(YLD%)
0.78
8.40 3.19%

Target
Price
$116

Current Shares
Price
Held
$112.74 267

Outlook % of
Sub
Portfolio sector
Positive 4.45%
Oil &
Gas

P/BV

EV/Sales

EV/EBITDA %ROA

1.71

0.92

4.14

11.27%

%ROE Sharpe
Ratio
21.59% 63.22%

Business Description
Chevron deals primarily with the upstream and downstream segments of the production for crude
oil and natural gas. Upstream activities include the exploration, development, and production of
crude oil and natural gas; while downstream activities include refining, transporting and
marketing crude oil under their various branch names including Chevron, Texaco, and Caltex.
Chevron has proved reserves of 11.2 billion barrels and daily production of 2.7 million barrels of
oil equivalent. With their 8,170 gas stations in the United States and 9,660 international locations,
Chevron has the capability to sell oil around the world to everyday consumers. Besides oil
production, Chevron engages in other business areas including chemicals, mining, pipelines, and
power production. These are supplementary business segments that are complimentary to the
major products of crude oil and natural gas.
Opportunities & Risks
The acquisition of Atlas Energy is an opportunity as it has increased Chevron’s strength in the
U.S. shale area leading to increased reserves that the company can use to continue future
production. Chevron has also expanded into Africa’s Sierra Leone in an attempt to diversify their
oil reserves. Another opportunity is the potential for presidential deregulation of the energy
industry, which can have a large impact as it will allow for energy to be produced at lower rates
than previously attainable creating larger profits for companies in the energy sector.
Meanwhile, there are many risks pertaining to Chevron, particularly in relation to the increased
focus on environmental protection. Chevron has been dealing with a case in regards to their
Ecuadorian projects for the past two decades and could result in over $18 billion in damages.
Chevron has recently paid fines of $17.3 million as well and has been banned from operations in
Brazil due to an oil spill that occurred last November. Furthermore, they have had to close a
16 | P a g e
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Californian facility after the EPA discovered that Chevron had been bypassing emission
regulators leading to even more fines. While presidential deregulation is an opportunity,
presidential regulation is a risk that would force many energy companies to conform to new
standards and could increase costs to companies in the industry in order to prepare them for
operation.
Stock Outlook
Our outlook on Chevron is that they will continue to have future success and growth as a
company. Their major products of crude oil and natural gas have an inelastic demand and are
positioned to have strong future growth. Additionally, with the technological innovations such as
hydraulic fracturing and horizontal drilling they are able to get higher returns from their reserves
leading to an increase in their supply. Intrinsically, Chevron has strong financials with a low beta,
high dividends, and a low industry P/E. The biggest risk to this company is the future of the
Ecuador case that could lead to billions of dollars of lost. However, Chevron has recently sued
the plaintiffs for fraudulent claims.
Regardless of the litigation results, the outcome will not change the future of Chevron and its
overall value in our view.
Halliburton (HAL)
Date
Purchase
Bought
Price
9/29/2011 $30.52

Target
Price
$60

Current Shares
Price
Held
$34.56
353

Sub
Outlook % of
Portfolio sector
Positive 1.8%
Services

Key Statistics
Beta
P/E

P/BV

EV/Sales

EV/EBITDA %ROA

1.55

2.14

1.25

5.72

DIV
(YLD%)
11.17 1%

12.09%

%ROE Sharpe
Ratio
21.05% 42.73%

Business Description
Halliburton’s major products and services include the location of hydrocarbons and the
production of oil and gas. Halliburton’s other services consist of production optimization,
drilling evaluation, fluid services, and oilfield drilling software and consulting. Halliburton has
shifted their focus by developing easy-to-access and underdeveloped targets in the Eastern
Hemisphere in order to foster better relations with Middle Eastern oil companies and grow
international business.
Halliburton holds a non-exclusive license over the process they invented known as hydraulic
fracturing, which is increasingly becoming an industry standard. This process involves using a
17 | P a g e
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pressurized fluid in order to break apart rocks releasing their substances for extraction. This
process is important as it has radically increased drilling efficiency.
Opportunities & Risks
Halliburton’s increased focus on providing products that increase the efficiency of oil production
is their biggest opportunity. As companies grow more concerned with the process involved with
cost reduction, they will turn to the services of Halliburton in order to become more efficient as
well. Their new products such as PermStim™, which is a hydraulic fluid will allow for even
more efficient oil extraction, as well as being a more sustainable product for the future.
Halliburton faces risks particularly with the encroachment of other companies into the oil
extraction business. This is due to new oil companies taking advantage of Hydrofracking and
competing against companies like Halliburton creating an oversupply of oil. Additionally,
Halliburton’s expansion into international territories comes with inherent political risk.
Stock Outlook
My outlook on Halliburton is that they have opportunity to expand. The primary driver of this
expansion is due to their focus on providing increased efficiency technology for the oil industry.
In the future, more companies are going to want to continue lowering extraction costs and are
going to invest in services that Halliburton deals in to remain competitive as there becomes even
greater overabundance of oil and natural gas. Additionally, with the potential for increased
regulation of Hydrofracking, Halliburton has focused their efforts on creating environmentally
friendly hydraulic fluids in order to be ahead of the curve for the potential of future regulation.
While their financials are not as strong with a high beta, low dividends, and high P/E; the
strength of their products and services make this a good company to hold.
StatOil ASA (STO)
Date
Purchase
Bought
Price
2/25/2011 $21.39

Key Statistics
Beta
P/E DIV
(YLD%)
1.21
6.08 3.5%

Target
Price
$34

Current Shares
Price
Held
$25.74
385

Sub
Outlook % of
Portfolio sector
Positive 1.46%
Oil &
Gas

P/BV

EV/Sales

EV/EBITDA %ROA

1.55

0.69

1.92

17.91%

%ROE Sharpe
Ratio
28.28% 31.53%
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Business Description
StatOil ASA is an international oil company headquartered in Norway. Their business markets
include the exploration, production, transportation, refining, and marketing of petroleum and
their derived products in Norway as well as international. StatOil has proved reserves of 5.4
billion barrels of oil equivalent and operates 2,280 gas stations located throughout Northern
Europe. The Norwegian government has a majority stake in the company with ownership of 67%
of the company. StatOil deals with large offshore oil rigs and actually owns the largest offshore
gas platform called the Aasgard B located off the coast of Norway.
Opportunities & Risks
StatOil is expanding their operations into the United States shale where they are able to operate
more efficiently using new Hydrofracking methods to beat out older companies that are stuck in
production contracts. They have also expanded into Australia with strategic partnerships with
ConocoPhillips, Hess, and Mitsubishi Corporation for the exploration of oil. Australia has
projected that there is around 400 trillion cubic feet of potential shale gas, which could be a big
payoff for StatOil in the future. Additionally, StatOil has been investing in new deep sea oil rigs
to combat the rising costs for operations in Norway. Through these investments they are
conforming to increasing regulation of the industry through semi-submersible and specialtytailored rigs to increase oil recovery rates. The investment in this new technology will be
important for the future production and growth of Statoil.
The biggest risk associated with StatOil is that offshore oil rigs come with a lot more operational
challenges and inherent more risks than traditional onshore oil projects. StatOil is also exposed
to political uncertainty in their international operations. Additionally, StatOil is not achieving the
degree of efficiencies they had expected with new technologies leading to less production.
StatOil is also exposed to risk as their performance is heavily dependent on the price of natural
gas and oil.
Stock Outlook
Overall, we believe that StatOil has a positive outlook and will continue to experience growth in
the future. We believe that their investments in technology, such as tailored oil rigs, will be
beneficial as they increase efficiency, conform to new environmental regulations, and expand
their operations. StatOil has also diversified their business areas through their increased
involvement in the shale zones in the United States and Australia and have potential for huge
future gains in those areas with the help of new Hydrofracking technology. Additionally, looking
at their financials reveals that they have an average beta, a strong dividend yield, and low price
ratios, which all fit into our investment objective and highlight the strength of this company.
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Industry Sub Sectors
Coal
Coal production in the United States for the second quarter this year decreased around 13.7%
compared to the second quarter of last year and is down 10.9% from the first quarter of this year.
This decline does not bode well for the coal industry that has previously had fairly consistent
performance. While coal production has decreased in the United States, it is projected that
internationally the demand for coal will rise significantly over the next 20 years due to
developing countries requiring coal to meet the need for increased electricity generation.
Additionally, there are a lot of environmental impacts that negatively impact coal usage such as
air emissions, water discharges, solid waste generation, and land resource usage. All of these
impacts have created an image of coal as the “dirtiest
form of energy”. Additionally, increased regulation
over the coal industry by the EPA has led to declines
in the coal industry. Due to these reasons, and the
belief that other forms of energy such as oil and
natural gas will become the standards for energy
consumption we are bearish on the coal industry.

Oil & Gas Drilling
The Oil & Gas drilling subsector have seen significant growth in production, which is driven by
the success of technological advances. These unconventional drilling methods such as
Hydrofracking and horizontal drilling have drastically increased returns for drilling projects and
have helped distribute costs. With the spreading of Hydrofracking as a viable drilling method it
may come under increased regulation in the near future based on its environmental impact. Oil
and gas are seen as clean energies and are projected to be an important part of the United States’
efforts to become energy independent. We are bullish on the Oil and Gas Drilling subsector
based on the rapid advances in technology creating increased outputs, and the ability for oil and
gas to be leaders in the U.S.’ goal to be energy independent.
Storage & Transportation
We are bullish on the storage and transportation subsector as we believe they will benefit heavily
from the aforementioned increase in production. While the costs of the large underground
storage plans are rising, it has created positives in the transportation side of the subsector
specifically in the construction of pipelines. Furthermore, the Keystone pipeline construction that
connected Canada to the Midwest was a $7 billion project that can now effectively transport
crude oil from Canada to refineries in the Gulf Coast of Texas.
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Oil & Gas Equipment and Services
Oil and gas equipment and services are predicted to grow according to Hoover’s projections at
an average annual rate of approximately 9% over the next 5 years. This will be driven by the
increased demand for oil and natural gas in established markets. Additionally, with increased
regulatory demand oil companies will be forced to upgrade their equipment boding well for
suppliers of these products and services. Due to these reasons we are bullish on the oil and gas
equipment and services subsector.
Refining & Marketing
The refining and marketing subsector is also projected to grow with average annual rates of
around 5% over the next 5 years. As oil and gas are projected to grow, there is a potential for
increased growth in this sector. While growth is projected to be strong it is not as strong as the
oil and gas equipment and services subsector as it has more risk related to uncertainty in supply
and pricing of products in the refining and marketing subsector. Additionally, there is an
increased demand for the refining of diesel products due to increased demand and usage of
freight shipping. This demand is projected to grow at a rate of 1 million barrels per day between
2008 and 2035. For these reasons we are bullish on the refining and marketing subsector.
Oil & Gas Exploration & Production
With continuous growth in the demand for oil and gas, it will transfer over to the exploration and
production of these products. More companies are becoming increasingly involved in the
exploration of shale rock formations as they use unconventional drilling techniques to extract
more oil and gas. One of the issues is that companies having long-term contracts with suppliers
of natural gas have set their prices as new competition enters the market and begins taking away
their market share in this area. Conversely, these long term contracts give companies the ability
to accurately forecast future costs and revenues as well as leverage these contracts for further
explorations. Additionally, the off-shore oil rigs are becoming increasingly popular as companies
look to further diversify their oil exploration in the search of large deposits. Due to these reasons
we are bullish to neutral in this subsector.
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Energy Industry Outlook
Overall the industry outlook shows positive growth as XLE has outperformed the S&P 500. The
increase in production and continuous development of various nations around the world will
support the increased demand for energy. Additionally, with the increases in technology through
Hydrofracking and horizontal drilling the supply will increase in order to match the increasing
world demand for energy products. Going forward, oil and gas are two products that are
considered keys for energy independence of the United States. Cleaner energies and new
reserves are also being found to support future production. Current presidential campaigns hold
different strategies for the energy sector and maintain a crucial role in how the future of the
industry will look. Regulation plays an additional crucial role as the world aims to reduce
greenhouse gas emissions and control the efficient management of the world’s natural resources.
Going forward, green energies such as wind and solar power may see increased growth as the
global focus shifts. Overall, I am bullish on the Energy sector as there is always a demand for
energy products as the world develops and there will be even greater demand leading to future
success in the energy industry.

22 | P a g e

Archway Investment Fund

Energy Sector
Michael Banville
Tyler Smith

Economic Outlook
Our overall opinion of the Energy sector in 2012 is to finish the year of positive growth. Study
reports from the CIT Group show that 55% of oil executives believe oil prices are projected to
slightly increase leading to continuous growth in the sector. Additionally, with interest rates
remaining low around 85% of companies are seeking to finance this year in order to expand their
business. The expansion of businesses is predicted to generate more revenue for the companies
and they will be able to afford this expansion. When looking at the forms of energy CIT Group
has ranked them in order of their ability to make the U.S. more energy independent, these energy
forms should be areas of consideration when investing.
Natural gas is viewed as the most important form of energy going forward due to it being a
cleaner form of energy. Furthermore, increased extraction methods allow it to become a more
viable option for companies. The remaining important types of energy include nuclear,
renewable, and finally coal. Coal is deemed to have the lowest significance as an energy form as
it is considered the dirtiest form of energy and is not nearly as efficient as the other forms of
energy.
One of the biggest areas of concern for the Energy Sector is the potential for increased
environmental regulation. The energy regulations regarding controlling emissions, the extraction
of oil, and the protection of natural resources may lead to increased difficulty for these
companies to be successful. Some of these difficulties include higher costs in order to become
compliant with new energy efficiency standards in addition to hefty fines related to companies
that do not cooperate with these new regulations. The large upfront costs associated with these
energy regulations can have an adverse effect to companies’ overall performance, but may prove
to be beneficial in the long-run.
Additionally, new technology plays an important role in the sector as companies are
continuously trying to find new ways to increase their efficiency. Technology such as
Hydrofracking has become popular as a way to increase extraction rates, but new regulations on
this technology could limit its usage going forward. Furthermore, alternative energies are
becoming increasingly popular to the public, which allows them to potentially expect big growth.
After hitting some lows, this could hold potential gains going forward as competition has been
weeded out and the supply of fossil fuels shrinks.

23 | P a g e

Archway Investment Fund

Materials Sector
Michael Banville
Tyler Smith

Praxair Inc. (PX)
Date
Bought

Purchase Price

Target
Price

Current
Price

Shares
Held

Outlook

% of
Portfolio

Sub
sector

5/8/2009

$73.16

$122

$105.26

66

Positive –
Hold

1.03%

Materials

Key Statistics
Beta

P/E

DIV
(YLD%)

P/BV

EV/Sales

EV/EBITDA

%ROA

%ROE

Sharpe
Ratio

0.87

18.79

2.20
(2.00%)

5.64

3.4

11.09

9.35%

27.14%

-6.09

Business Description
As the largest North American industrial gas supplier, it produces and sells atmospheric gases
(oxygen, nitrogen, argon, and rare gases), as well as process and specialty gases (CO2, helium,
and hydrogen), for the chemicals, food and beverage, semiconductor, and healthcare industries
worldwide. Its Praxair Surface Technologies unit supplies high-temperature and corrosionresistant metallic, ceramic, and powder coatings, mainly to the aircraft, plastics, and primary
metals markets. Depending on a customer's needs, Praxair can build an on-site gas plant or
provide gases by the cylinder.
A significant portion of Praxair's annual revenues are derived from applications technologies
which help our customers reduce their environmental footprint, improve their energy efficiency
and/or increase the throughput, or yield of their production process, thereby decreasing their use
of raw materials.
Opportunities & Risks
Praxair Inc. and its counterparts face many of the opportunities and challenges that Stepan
Company faces. Please see “Opportunities & Risks” under Stepan Company, as the same can be
said regarding Praxair Inc. and its future success as a company. Another unique opportunity for
the company relates to its contract with Honeywell to buy their carbon dioxide emissions, and its
recent expansion into China.
Stock Outlook
Praxair Inc. was bought at $73.16 and is now trading around $104.51. The price target is set at
$122.00, we believe there is more room for growth. The biggest driver of future growth will be
the company’s 15-year contract with Honeywell, which will entail Praxair’s purchase of
Honeywell’s carbon dioxide emissions. Additionally, Praxair has recently struck another contract
with Chinese company Oxiranchem Yangzhou Co., Ltd. which will entail the supply of its onsite industrial gases to their chemical park. This will only drive the stock higher, according to
sentiments in the EEO sectior. It is recommended that the fund purchase more shares of Praxair.
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Materials Industry Subsectors
Chemicals
With regard to chemicals, we predict continued positive growth in 2012. The U.S. chemicals
industry is expected to maintain moderate production increases this year due to our expected
strong recovery from recession. In fact, most major end-use markets for chemicals have
recovered in US. However, the growth in European nations is expected to be weaker than
previously forecasting, mainly due to the financial crisis in southern Europe. On the other hand,
Asia and other emerging markets are expected to continue growing. However, economic growth
in significant countries such as Brazil, Argentina and China is expected to stagnate this year,
although not to the anemic levels of the West. Thus, we have faith in Asian and emerging
markets.
Textiles
Textiles and paper are expected to remain as they are. Forestry may post improvements if the
housing sector continues its slowed growth, as timber might be needed for housing. The low
interest rates are conducive to this subsector. Mining is expected to remain constant however, we
have become less favorable for coal with Barack Obama’s re-election, since he believes in
cleaner sources of energy.
Gold
Gold continues to be seen as a safe haven for investors. Different factors affect the price of gold,
such as the steady rise of gold over the past decade. We believe that gold still has room to grow,
but are concerned that it may be the candidate for the next “bubble,” since it hasn’t lost
significant value for such a long time.
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Materials Industry Outlook
The Materials Sector includes basic and intermediate material producers and manufacturers.
Basic material producers include mining and timber logging companies. Intermediate material
manufacturers include chemical, plastic, paper, metal processing, textile, and construction
material companies. As the global slowdown continues, we have a neutral outlook on the
materials sector. When a slowdown or recession occurs, consumers typically sell off their basic
metals, which has been a favorable play for right-leaning investors as a result of the 2012
election. Oil and gas are expected to rise, which will see results in both demand-side and supplyside. In addition to that, there is also strength in light vehicles and aircraft, which will further
increase both demand and supply of oil and gas. However, industries such as textiles, paper and
printing are not doing as well as oil and gas; therefore, the lags in these industries are likely to
offset the boom in the oil and gas industries.
We see the materials sector being directly affected by addressing the fiscal cliff in January of
2013, and the election in November. Now that a democrat takes office, we expect the industry to
remain constant and act also as a defensive play for the portfolio. If energy prices rise, especially
oil and gas, we see the materials sector experiencing growth (especially if the fiscal cliff is
avoided – this would cause defense contracts to continue to be strong, thus the need for gas to
increase globally).
XLB vs. ^GSPC

26 | P a g e

Archway Investment Fund

Materials Sector
Michael Banville
Tyler Smith

Materials Economic Outlook
Much about the materials sector can be noted by reading the outlook for the utilities sector which
follows. We predict that, much like utilities stocks, materials stocks will provide consistent plays
in portfolios over the next twelve months, therefore maintaining a neutral to positive outlook as
well. Many chemical companies do happen to face technological advances with an evolving
“global green economy,” and it is believed that chemical companies could play a key role in this
transition. Additionally, the fact that chemicals are used in many other industries, such as
healthcare, consumer goods and agriculture to name a few, make us somewhat optimistic for the
upcoming year. A factor contributing to the neutral stance we have on this sector is the election,
which we believe could determine a significant decrease in the use of coal, which further
translates to a decrease in the demand of mining.
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Archway Investment Holding
NextEra Energy Inc. (NEE)
Date
Bought

Purchase Price

Target
Price

Current
Price

Shares
Held

Outlook

% of
Portfolio

Sub
sector

3/2/2011

$56.20

Under
Review

$70.55

293

Positive

3.10%

Utilities

Key Statistics
Beta

P/E

DIV
(YLD%)

P/BV

EV/Sales

EV/EBITDA

%ROA

%ROE

Sharpe
Ratio

0.52

13.64

2.40
(3.50%)

1.86

3.55

9.58

4.35%

13.96%

-6.69

Business Description
Its operations across the US and Canada include an independent power production business, but
most of its revenues come from utility Florida Power & Light (FPL). The unit distributes
electricity to 4.6 million customers. Subsidiary FPL Group Capital owns several nonutility
businesses, including NextEra Energy Resources, an independent power producer and energy
marketer. Overall NextEra Energy has more than 41,000 MW of generating capacity. Subsidiary
FPL FiberNet leases wholesale fiber-optic capacity to telephone, cable, and internet providers; it
operates a 7,800 mile network
Opportunities and Risks
NextEra Energy, like many other companies in the electric power generation industry, faces
many opportunities, especially in the “wind” of new technologies. NextEra is already attempting
to diversify their assets with different types of power, and the introduction and continuance of
the green power initiative in the industry could be a positive driver of their profits. Even though
it costs more, green power is still being paid for by companies and consumers. Additionally,
NextEra could convert to dual power facilities. Using more than one fuel type, plants are
recovering high initial investments over short periods.
On the other hand, NextEra and its counterparts face fuel price volatility, in particular regard to
the firms that use natural gas. Additionally, there is a certain amount of lingering regulatory
uncertainty by multiple federal and state agencies, which could influence operating environments.
Lastly, as NextEra is looking to expand, and new power plants require permits and approvals
from certain agencies. However, NextEra is looking to avoid nuclear and coal power, which are
the two power sources that experience the most stringent opposition.
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Stock Outlook
NextEra Energy was purchased at $56.20 and is now trading around $70.15. Across our holdings
of 293 shares, this stock has gained over 25%. There is a price target set for $61.00, so the stock
still has room to grow according to our valuation. Furthermore, alternative energy and energy
systems will be developed and enhanced through 2015 at a minimum. NextEra is believed to be
the company that is most likely to attempt to capitalize on these market changers because it has
the means to do so. As the top U.S. operator of wind farms and solar projects, NextEra is
expected to consistently grow.
Duke Energy Corp. (DUK)
Date
Bought
2/9/2012

Purchase Price
$64.35

Target
Price
$72.00

Current
Price
$65.50

Shares
Held
222

Outlook
Negative

% of
Portfolio
2.15%

Sub
sector
Utilities

Key Statistics
Beta

P/E

DIV
(YLD%)

P/BV

EV/Sales

EV/EBITDA

%ROA

%ROE

Sharpe
Ratio

0.32

19.13

4.70%

1.28

4.57

12.25

3.26%

6.66%

7.70

Business Description
The company serves electric and gas customers in the South and Midwest. Its US Franchised
Electric and Gas unit operates primarily through its Duke Energy Carolinas, Duke Energy
Ohio, Duke Energy Indiana and Duke Energy Kentucky regional businesses. The company
has 58,200 MW of electric generating capacity, 32,000 miles of transmission lines, and 250,200
miles of distribution lines. It also has commercial and international power assets. While it is
focused on energy operations, Duke also has some limited insurance, real estate, and telecom
assets.
Opportunities & Risks
Duke Energy and its counterparts face many of the opportunities and challenges that NextEra
Energy faces. Please see “Opportunities & Risks” under NextEra Energy, as the same can be said
regarding Duke Energy and its future success as a company.
One risk Duke faces, which is different from many other company in its industry, is investment
risk. With a recent downgrade as a result of non-transparency revealed during litigation, Duke
faces a serious challenge ahead when attempting to earn and gain investor equity. However, it
has been speculated that this will pass, and that Duke may return strong, especially due to its
merger with Progress Energy.
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Stock Outlook
Duke Energy was purchased at $21.45, but recently underwent a 3:1 reverse stock split. The
current price is now $65.50 and we now only own 222 shares, as opposed to the initial 666. The
stock’s movement has been stagnant since its purchase in the Archway Investment Portfolio,
yielding about a 1.79% gain. We believe that shares of Duke should be placed on a stop-loss
price of $65.00, as we are concerned about the afore mentioned S&P downgrade and its relative
weakness to its competitors.
Utilities
The utilities sector has a neutral-to-positive outlook for the next twelve months. This is true
across the sub-sectors, including electric utilities, multi-utilities, and independent power
producers & energy traders. Even more regulated operations should continue to see slow
earnings growth, and wholesale and industrial sales are being pressured by the stagnant growth
of the economy. Customers are still benefitting from low natural gas prices, and thus are less
inclined to conserve energy. This makes the utilities sector a particularly strong defensive play,
especially as interest rates are low across the board.

30 | P a g e

Archway Investment Fund

Utilities Sector
Michael Banville
Tyler Smith

Utilities Industry Outlook
The utilities industry includes companies that offer Energy (Gas and Electricity), and Water
service to residential and commercial users. Utilities are expected to act as a defensive hold in
any portfolio, relative to any other sector holding. As global demand increases, consumers will
rely on utilities in the next twelve months as they have the past twelve months. Indicators that the
industry will outperform the S&P 500 benchmark will include: the amount of capacity that utility
firms possess; the electric power consumption that occurs in areas which utility companies
operate; household access to certain utilities (specifically, electricity – for all intents and
purposes of the current Archway Investment Fund holdings); quality of service; utilities firms’
cost recovery ratio (as much of the industry operates on an “IOU” basis); fuel prices; and the
amount of operating expenses covered by revenues. All of these indicators, should they post
favorable results for firms within the industry, will help drive this sector to profits. Even if
perhaps some of these indicators don’t necessarily happen, it is believed that the sector will selfsustain.
Although the economy is growing only slowly, mergers are beginning to be noticed. It can be
observed that regulatory scrutiny only gets stronger with time and technological advancements,
making the merger approval process more costly. Translated, companies like Duke Energy and
Progress Energy must be making enough profits in order to surpass regulatory hurdles, which
equates to bullish opinions in the industry. Coal is becoming less popular as newer technologies
and the use of renewable sources of energy are becoming popular, and we predict that companies
will begin to realize cost savings by utilizing these opportunities.
XLU vs. ^GSPC
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Economic Outlook
Overall, our economic outlook for the Utilities sector remains neutral to positive. With the low
cost of financing due to low interest rates, utilities companies will continue to enjoy cheap
financing in order to expand. The reason for the utilities sector to stay neutral would be the heavy
expected investment in natural gas, which would take away from the electricity sub-sector’s
market share. Although we hold companies who invest in natural gas, we also hold electric
utility companies which would cancel each other’s business out. With regards to multi-utilities,
the sector is expected to also post neutral growth, with perhaps a chance of positive growth over
the next twelve months. Since these types of companies provide portfolio diversification and
defensive plays, we expect investors to seek companies in this sector with strong dividends who
wish to capitalize on those yields for reinvestment.
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Bottom-Up Technology Sector
In the Archway Investment Fund, we look to use a bottom-up approach to investing. We focus
our attention on individual companies and look for companies that are trading below their
intrinsic value. We do this by looking at fundamental indicators that include the fundamentals
listed below.
The fundamentals include beta, EV/EBITDA, price-to-earnings, return on equity, dividend yield,
return on assets, return on invested capital, price-to-book value, and EV/Sales
After finding companies that fit these objectives, we then move into the sub-sector industries
within the Technology Sector. These sub-sectors include: Computer hardware, computer
software, telecommunications, information technology and services, and semiconductors and
equipment. As portfolio managers we want the companies to match the sub-sectors we believe
are going to perform well against the benchmarks of the S&P 500 and SPDR XLK. We break
this down below in the report in the section of “Technology Industry Sub Sectors”.
After analyzing the companies and industry sub-sectors we move into the Technology economy
outlook. Here, we are looking for indicators that can strengthen our analysis on the individual
companies. The economy in itself has little determination on whether or not we believe the
individual company is intrinsically undervalued. The key component to our bottom-up approach
is our overall analysis on the individual company.
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Archway Investment Holdings
Google Inc. (GOOG)
Date
Purchase
Bought
Price
12/18/2009 $596.42

Target Current Shares
Price
Held
Price
$655.00 $681.79 37

Sub
Sharpe
Outlook % of
Portfolio sector Ratio
Positive 3.73%
CS
0.4723

Key Statistics
Beta
P/E

P/BV

EV/Sales

EV/EBITDA %ROA

%ROE

1.09

3.35

3.91

12.10

17.18

DIV
(YLD%)
21.36 0.00

10.10

Business Description
Google manages an Internet search engine that generates revenue when users click or view
advertising related to their searches. This activity generates more than 80% of the company's
revenue. The remaining revenue comes from advertising that Google places on other companies'
websites and relatively smaller initiatives, such as hosted enterprise products including email and
office productivity applications.
Opportunities & Risks
Google, although well established, still has room for growth as well as risks that can harm future
success. Some opportunities where Google is looking to expand are their mobile phone and
tablet businesses. As of August 2012, Google’s platform makes up 52.6% of the market share.
This is an increase of 1.7% since May of 2012. While they control over half of the market with
their android system, positive market trends over the three month period create optimism for
future growth amongst investors. Google’s android operating system has not fared well in the
tablet market due to the success of the iPad, which owned over 80% of the market share as of a
year ago. But in the past year android tablets (ie: Kindle Fire) have gained popularity and now
account for 48% of the market. Similarly to the smartphone growth, this trend is positive and
with a popular brand name like Google, we expect revenue and market shares to increase as they
dive deeper into these emerging markets.
One risk that Google faces is intense competition. If they do not continue to innovate and
provide products and services that are useful to users, revenues and operating results could be
adversely affected. A large portion of revenue comes from advertisements on their search engine;
a simple glitch or negative publicity could lead users to choose a different search tool. Some
risks have adversely affected the stock in the past weeks. Their 2012 Q3 earnings were released
early and the market did not respond well, dropping nearly 9% before trading was halted on
October 18, 2012. This past quarter the revenue retained was 20% less than 2011 Q3 earnings.
34 | P a g e

Archway Investment Fund

Technology Sector
Barrett Brooks
Michael Pentz
Sahil Khurana

Even though the company managed to bring in more revenue than last quarter, the net dropped
from 2.79 to 2.18 billion dollars. As technology continues to evolve at a rapid pace it is
imperative that Google continues to invest in Research and Development and Innovation in order
to stay atop the industry.
Stock Outlook
Our sector believes that Google will rebound from its 10% loss after the shock from their
unexpected early earnings release, and will return to the $750 mark before the end of the year.
At that point, we should consider selling the remaining shares.
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International Business Machines (IBM)
Date
Purchase
Bought
Price
11/02/2011 $173.29

Target Current Shares
Price
Held
Price
$214.00 $193.36 128

Sub
Sharpe
Outlook % of
Portfolio sector Ratio
Neutral 3.66
IT
0.3654

Key Statistics
Beta
P/E

P/BV

EV/Sales

EV/EBITDA %ROA

%ROE

0.67

10.29

2.31

9.23

73.84

DIV
(YLD%)
13.90 1.70

11.86

Business Description
IBM is one of the largest IT companies with an array of offerings, including system hardware,
infrastructure software, outsourcing, and systems integration services. The firm has operations
in more than 170 countries and generates approximately 65% of revenue from abroad.
Opportunities & Risks
IBM continues to invest significantly in growth opportunities, including higher-value segments
of enterprise computing, and dozens of emerging countries to drive revenue growth and market
share gains. Client adoption rates and viable economic models are uncertain in these high-value
and rapidly-growing segments. In addition, as they expand to capture emerging growth
opportunities, IBM needs to rapidly secure the appropriate mix of trained, skilled and
experienced personnel.
In emerging growth countries, their developing nature presents potential political, social, legal
and economic risks from inadequate infrastructure, credit-worthiness of customers and business
partners, labor disruption and corruption, which could impact the firm’s ability to meet its
growth objectives and delivery to clients around the world. Some of these emerging markets that
they have heavily invested in over the past few years are countries within Southeast Asia,
Eastern Europe, the Middle East and Latin America. The company's major markets include the
G7 countries of Canada, France, Germany, Italy, Japan, the United States and the United
Kingdom.
Some risks that pose threat to IBM are potential downturns in Economic Environment and
Corporate IT Spending Budgets. If overall demand for systems, software and services decreases,
whether due to general economic conditions or a shift in corporate buying patterns, IBM’s
revenue and profit could be impacted. IBM has been moving away from certain segments of the
IT industry and into areas in which it can differentiate itself through innovation and by
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leveraging its investments in R&D. If IBM is unable to continue its cutting-edge innovation in a
highly competitive environment, the company could fail in its ongoing efforts to maintain and
increase its market share and its profit margins. In addition, IBM has one of the strongest brand
names in the world, and its brand and overall reputation could be negatively impacted by many
factors, including if the company does not continue to be recognized for its industry-leading
technology and solutions. If the company's brand image is tarnished by negative perceptions,
their ability to attract and retain customers could be impacted.

Stock Outlook
IBM is considered one of the safest, reliable securities in the market; this adds stability to the
unstable technology sector. However, it is important that IBM continues to produce innovative
and high quality products to sustain future growth. We are confident holding IBM going forward
and have strong belief in the company and their ability to be a dominant firm in the technology
sector.
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Microsoft (MSFT)
Date
Purchase
Bought
Price
3/28/2012 $32.07

Key Statistics
Beta
P/E
1.00

8.53

DIV
(YLD%)
3.29

Target
Price
$44.00

Current Shares
Price
Held
$28.64
766

Sub
Sharpe
Outlook % of
Portfolio sector Ratio
Positive- 3.66
CS
0.1477
Netural

P/BV

EV/Sales

EV/EBITDA %ROA

%ROE

3.50

3.33

6.49

24.50

14.21

Business Description
Microsoft’s success is based on the ability to create new and compelling products, services, and
experiences for their users, initiate and embrace disruptive technology trends, to enter new
geographic and product markets, and to drive broad adoption of products and services. Microsoft
invests in a range of emerging technology trends and breakthroughs that offer significant
opportunities to deliver value to customers and growth for the company, while maintaining a
long-term commitment to research and development across a wide spectrum of technologies.
Microsoft develops the Windows PC operating system, the Office suite of productivity software,
and enterprise server products such as Windows Server and SQL Server. The Windows PC and
Office franchises collectively account for nearly 60% of the firm's revenue, and the server and
tools business contributes 25%. The firm's other businesses include the Xbox 360 video game
console, Bing Internet search engine, business software, and software for mobile devices.
Opportunities & Risks
Microsoft is well known for its Windows operating system and the video gaming console Xbox
360 which provide most of the firm’s revenue. Potential opportunities for the company come
from upgrades for their existing products. Windows 8, their latest operating system, was released
on October 26. The previous Windows 7 was a great success and investors are planning that
home and business desktops, laptops and tablets will all update their devices to the newest
technology. As relatively new players in the global video gaming industry, Microsoft is about
10% behind market share than veteran companies Sony and Nintendo. The Xbox 360 was
released in 2005, four years after the original Xbox. This definitely brings about questions of a
possible third generation gaming console. Rumors have circled around various media sources
and in order for Microsoft to increase market share and keep consumers satisfied, they will have
to unveil a new product within the next few years. Latest reports peg the next generation Xbox
to be released in 2013, with features such as Blu-Ray Optical Drive, a new hardware and
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software design, and integration with Microsoft’s mobile devices such as the company’s tablet,
Surface, and the new Windows Phone 8 devices.
A growing part of Microsoft’s strategy involves cloud-based services used with smart client
devices. Competitors are rapidly developing and deploying cloud-based services for consumers
and business customers. Pricing and delivery models are evolving. Devices and form factors
influence how user’s access services in the cloud and in some cases the user’s choice of which
suite of cloud-based services to use. With this and the use of touch screen technology with
Windows 8, Microsoft needs to make sure that the products they sell fit the desires of their
customers.

Stock Outlook
This is a critical point in time for Microsoft. With their release of Windows 8, Microsoft is
looking to change everything that their consumer base has thought of their Windows Operating
system. While the stock has fallen from our purchase earlier this year, we believe in the future of
the company and the success of the products that will be released in the coming months.
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Vodafone Group PLC (VOD)
Date
Purchase
Bought
Price
11/02/2011 $25.70

Target
Price
$34.00

Current Shares
Price
Held
$28.39
1,068

Sub
Sharpe
Outlook % of
Portfolio sector Ratio
Positive 4.50
TEL
0.1702

Key Statistics
Beta
P/E

P/BV

EV/Sales

EV/EBITDA %ROA

%ROE

0.71

1.14

2.46

7.91

8.45

DIV
(YLD%)
10.80 5.23

2.82

Business Description
With 446.5 million proportional customers (total customers multiplied by its ownership interest),
including its 45% stake in Verizon Wireless, Vodafone is the second-largest wireless phone
company in the world behind China Mobile. It is also the largest carrier in terms of the number
of countries served. Vodafone has majority or joint control in 22 countries and minority or
partnership interests in many others. The firm's objective is to be the communications leader
across a connected world.
Opportunities & Risks
As emerging markets move towards pre-paid mobile services, versus the carrier contract system,
used in the United States, Canada and most of Europe, Vodafone’s prepaid services are in place
to benefit from that change in service. In addition, as more and more customers look to
smartphones as their device of choice, carriers, like Vodafone, have the opportunity to capitalize
on the need for data on-the-go, by capping the data each consumer uses on a monthly basis.
Vodafone conducts business in many markets across the globe, which presents different
regulatory issues and currencies. In most markets, they are one of the top wireless companies,
causing them to be the focus of competitors. The increased competition is becoming more
critical as growth slows. Vodafone also has a clear history of overpaying for acquisitions, as
evidenced by the GBP 55.4 billion of goodwill written off since the FY 2006. The firm still
carries GBP 38.4 billion of goodwill on its balance sheet. The firm would like to get full control
of its Italian operations and may overpay for control over other acquisitions. Additionally, many
of the firm's businesses are subject to political, economic and currency risks, as evidenced by the
recent uprising in Egypt.
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Stock Outlook
As the leading global mobile operator, Vodafone’s future remains bright, given the company’s
diversification in several markets, including the United States, Europe, and Asia. Within the
next two years, the number of smartphone subscribers will be greater than the number of PC
owners. With the industry moving towards capped data plans and faster data speeds with LTE,
revenues should continue to rise.

Cognizant Technology Solutions Corp. (CTSH)
Date
Purchase
Bought
Price
09/29/2011 $65.05

Target
Price
$85.00

Current Shares
Price
Held
$69.72
394

Sub
Sharpe
Outlook % of
Portfolio sector Ratio
Neutral 4.07
IT
0.6210

Key Statistics
Beta
P/E

P/BV

EV/Sales

EV/EBITDA %ROA

%ROE

1.23

5.03

2.69

13.07

23.94

DIV
(YLD%)
17.44 ---

14.79

Business Description
Based in Teaneck, N.J., Cognizant is a leading provider of offshore software development,
maintenance, testing, and packaged implementation services. The company serves clients
primarily in North America and Europe with a focus on the financial, health care, and
retail/manufacturing/logistics industries.
Opportunities & Risks
Cognizant, year after year, is recognized as one of the leading companies in the Information
Technology & Services sub-sector, within the Technology sector. The company is steadily
expanding its roster of strategic clients, those with annual revenue potential of $5 million-$50
million, which gives it substantial recurring revenue opportunities. Cognizant’s operating
margins have held up well in the face of heightened competition, higher wage inflation/attrition
and currency fluctuations. Finally, even though Cognizant is a late entrant to the fast-growing
European region, it has been aggressive in its effort to increase its presence, and we believe
Cognizant is well-positioned to grown in this region.
Cognizant, which has a large number of clients in the U.S., could face problems in attracting and
retaining highly skilled foreign workers in the U.S. because of restrictions in H1B Visa
availability. In addition, supply-side pressures (caused by voluntary employee attrition and wage
inflation) could pose risks to operating margins in the future. Finally, foreign currency
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fluctuations can affect Cognizant's operating results, as the company earns its revenue in
multiple currencies while its cost base is primarily in Indian rupees.
Cognizant, like other IT service providers, is exposed to higher customer concentration; the
company's top five and top ten customers contribute around 16% and 28% of revenue,
respectively. Given the higher switching costs and sticky nature of client-vendor relationships, it
is unlikely that clients will switch service providers, but the risk of client defection does exist.
Cognizant is also subjected to cyclical downturns in technology spending; any weakness in the
economy may force customers to cut their IT spending, hurting Cognizant's growth prospects.
Stock Outlook
Our sector believes that Cognizant remains off the radar for many analysts, and that it has the
potential to grow in the near future. With its dominance in the IT & Services sub-sector, we
believe this will be a promising stock for the Fund to hold.
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Technology Industry Sub Sectors
Computer Hardware – Negative
The computer hardware industry includes products such as personal computers and business
servers. Hardware companies are capable of producing more units in less time, allowing them to
target revenues from businesses versus the individual consumer market. Hardware is a
significant portion of Information Technology (IT) spending, totaling at about a fifth of the $1.5
trillion spent worldwide in 20103. The largest sector in computer hardware is the PC segment,
with 349 million PC units shipped in 20104, totaling $251 billion. PC shipments experienced
significant growth in 2010 when businesses rebounded, however there is a projected slowdown
for the market segment in coming years. This slowdown is the result of a transition to mobile
devices and tablet computers by consumers and businesses. Furthermore, higher quality
computers have led to less frequent purchases with frequent software updates.
The decline in PC shipment may also be related to the increasing demand for tablet computers.
Although some may consider tablets to be categorized as PCs, they are not counted as such by
market researchers such as IDC5. In fact Microsoft (MSFT) is preparing their new version of
their Windows software (Windows 8) which will be best used on tablets; however the software
will be available for desktop use as well.6 Therefore, as consumers transition into products such
as the tablet computers, they will be purchasing fewer notebooks and desktops, resulting in
slowdowns for manufacturers of these products. Nevertheless, the increase in demand for tablet
computers is still good news for companies like Apple Inc. and Samsung whose tablet computers
are leading the market.
On the contrary, PC manufacturers have been increasing sales by producing more affordable
products. Computers are no longer a product line for the upper class alone. As prices continue to
be reduced, they have become available to nearly every economic class of individuals and all
scales of businesses, ultimately opening up several opportunities for the entire technology
industry. Increased computer sales can potentially increase sales of complimentary products and
services. One of the causes for reduced prices is a decrease in operating expenses for hardware
companies. They are cutting expenses through R&D and lowering material costs. As the costs to
produce PCs have dropped, the market share has gradually been increasingly split among the top
five vendors. In 2002, the top five vendors maintained forty-five percent of the market share;
however by 2010 their market share had increased to fifty-nine percent. 7 Some forecasters
3

Source: Value Line Research Center

4

Source: Standard & Poor’s Netadvantage
Source: Standard & Poor’s Netadvantage
6
Source: Windows 8 News
7
Source: Standard & Poor’s Netadvantage
5
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predict this gap to continue to grow to an extreme seventy percent in the future, discouraging
investments in smaller companies.
The server market is equally important when discussing computer hardware. Similar to the rest
of the IT sector, server sales saw a significant downturn in 2008 and 2009. During those years,
revenue fell three percent and nineteen percent, respectively. The worldwide servers market
rebounded with a growth of eleven percent in 2010. The industry is expected to struggle,
however, as a result of pricing pressures. This downward pressure on prices may cause an
increase in what is known as “server-plus” packages. These packages are servers with additional
services and software, increasing the revenue flow that companies can receive from providing
servers.
The computer hardware industry’s performance has been disappointing since the economic
downturn in 2008. As a result of the economic downturn, IT spending was cut 4.5%, with
hardware suffering more than software and services. Due to the harsh impact the economic
downturn had on businesses the entire computer hardware industry’s performance suffered,
because forty-six percent of the demand comes from businesses. In addition to general global
economic hardships, demand from Japanese companies declined as a result of the Earthquake in
March 2011. Although the computer hardware industry demonstrated a significant rebound in
2010, we consider it very risky because of the current state of the economy. As the world faces
economic struggles, there is speculation of a similar struggle for this cyclical industry.
Computer Software – Positive
The software sub-sector is divided into three segments: application software, application
development and deployment, and system infrastructure software. Application software includes
programs that perform specific functions, such as word processing. Application development and
deployment features programs such as information and data management software, and
application development software. Finally, system infrastructure software includes operating
systems and data center management.
The computer software industry is very important in regards to the performance of the
technology sector. Although it has performed well in 2011, there is some concern that it will
slow down in the near future. The impact of another economic slowdown would likely cause
companies to reconsider whether or not it is worth purchasing the newest software and upgrading
current versions. However, despite dissatisfying economic data, many corporations are still
continuing to post positive earnings reports, providing them the opportunity to continue to invest
in new software. The importance of utilizing new software is growing, and will continue to have
a strong presence as corporate strategies evolve.
An emerging trend in the software sub-sector is the development of software and services that
focus on small and mid-size companies. The thought-process behind this trend is that these
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smaller companies may not have the budget for a full IT department, but with the assistance of
software companies they can still enjoy the efficiencies such as cloud computing. The notable
companies that are making this move include Microsoft (MSFT), Symantec (SYMC), and Apple
(AAPL).
Another important trend to note in the software industry is the rise in demand for database
management. In particular, companies are looking into using databases to better understand
customers’ behaviors. For example, the continuing growth of social media allows for a lot of
potential in tracking the behaviors of customers; as tracking becomes more advanced, so will
database management.
The data below shows the consistency of the computer software industry over the last four years.
As can be seen below, revenue and net profit margins have both steadily increased, despite the
recent recession. In addition, the average annual dividend by companies in this industry has
continued to increase, ultimately showing the strength of these companies. However, there
should be some concern in regards to the increases in long-term debt as companies merge and
acquire smaller competitors. Such high long-term debt indicates that some companies may be
trying to expand using debt, which could result in financial trouble in the future.

Information Technology Services – Neutral
The Information Technology Services sector is composed of companies that provide consulting,
offshore outsourcing, electronic payment processing, payroll, among other services. The
Information Technology Services industry is a highly profitable industry given by its Return on
Equity TTM of 45.97%. Also, growth is expected in the industry given by its EPS Growth
compared to last quarter of 8.33% and its dividend growth compared to last year of 34.84%.8
However, growth has been limited by the ongoing European sovereign debt crisis.
Although world growth rate is going to average between 3.5% and 3.9% and China growth rate
has been lowered to 10% it is expected that growth rate in
IT Services is not going to pick up rapidly. However, it is
expected that business process outsourcing and hosting
infrastructure services is expected to outperform the sector
at 5.3% and 7.8% respectively.9 This is expected because
as businesses in the developed world cut on costs,
outsourcing becomes a necessity for them. Also, according
to Ovum, the value of the global IT services market
dropped by 40% year over year, and the number of deals
8
9

Source: Fidelity Investments
Source: Standard & Poor’s Netadvantage
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fell by 20% mainly because of the absence of any major contracts in the public sector. This is
important to note, because according to the IDC, government is the largest spender in IT
Services, and as such, demand from the public sector determines the outcome of the IT Services
Sector.
As the economy improves over the next year it is expected that demand for IT Services remains
as is. Although companies are looking for ways to cut costs, such as outsourcing, sectors such as
the Financial Sector and the Healthcare Sector will potentially increase their demand in order to
remain competitive. Also, these companies are expected to keep their demand because of the
increased hacking scandals. Such scandals provide negative feedback for these companies and as
such it is expected that these companies will continue to keep improving their systems. Also, it is
expected that demand in Latin America and Asia will continue to increase, first because of the
extraordinary growth rate in these regions as well the increased direct competition to their
American counterparts. However, in most of 2010 and 2011 many customers of IT services firms
have been hesitant to sign long term contracts because of the current economic situation in the
United States and Europe. Even private companies are hesitant to sign contracts with government,
especially those in Europe because of the uncertainty surrounding this continent. Therefore
contract signings are taking more time to complete, and thus customers are requesting either
more growth oriented projects or shorter contracts.
Overall we expect that the Information Technology Services Sector to perform in line with the
S&P500. The current sovereign debt problem in Europe and the slow growth rate in the United
States has been a keen problem for government contracts, which are the main driver in this
industry. However, growth in emerging regions such as Asia and Latin America, should keep
demand up, and should keep this sector from underperforming against the S&P500. Longer term,
it is expected that growth rate seen in the 2009-2010 comeback will continue but not at the pace
seen during the 2003-2006 period.10
Semi-conductor & Semiconductor Equipment – Neutral
The Semiconductors and Semiconductor
Equipment Sector includes the manufacture of
semiconductors, semiconductor equipment and
related
products.
Although
the
SSE
(Semiconductor & Semiconductor Equipment)
sector did show promising results for the first
quarter, based on data from the Semiconductor
Industry Association, sales have dropped 1.7%
compared to last quarter. Although sales had
been positive for most of 2010 and the start of
10

Source: Standard & Poor’s Surveys
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2011, this was hampered due to the Japanese earthquake and tsunami which damaged many
manufacturing facilities and disrupted the supply chain. 11 As a result, many companies
oversupplied themselves with semiconductors and equipment believing there would be a
shortage in the near future. The oversupply within these companies has driven demand up.
However companies in this sector did not align themselves with the demand and have high
inventory.
Although the economic outlook for 2012 is forecasted to be better than 2011, we have to be
cautious because of the high inventory and the uncertainty revolving around Europe. However,
the increased demand in servers is expected to considerably increase overall demand in a
computer segment which before had seen little growth. Also, according to the chipmakers,
production focus is going to be in the server segment, while operating expenses are going to be
low. As a positive factor, it is expected that the worldwide semiconductor sales going to increase
from $325 billion to $335 for 2012.
Demand for Personal Computers also plays an important role for the Semiconductor and
equipment sector, accounting for about 40% of the sectors sales. Despite the manufacturing
problems of Intel and Advanced Micro Devices, high unemployment, and weak financial data
during 2011, it is expected that sales grow at a 2.2% rate for the next quarter.12 Since many
companies have been cutting back on PC purchases because of the economic crisis, it is expected
that these will pick up in the near future, as computers get older and computer software gets
more complicated.
One of the main drivers of growth for the Semiconductor and Semiconductor Equipment sector
will be the handsets which include both smartphones and tablets. The main and most expensive
component of these handsets is the processor, which is one of the main components of sales in
the Semiconductor and Semiconductor Equipment sector. Shipments for 2010 were 1.4 billion
units and it is expected that demand will increase as these products get more and more powerful,
and people start buying alternatives to a Personal Computer. It is expected the smartphone
market will grow at a 20% CAGR from 2010 to 2015 according to IDC.
Overall, we expect that the Semiconductor and Semiconductor Equipment sector will perform in
line with the S&P500. Supply chain problems in Japan, and manufacturing problems from Intel
and AMD will hamper growth in the semiconductor PC segment, but growth should be
maintained by the growth in the smartphone segment. Long term, it is expected that sales growth
will decelerate and converge with that of nominal GDP.

11
12

Source: Fidelity Investments
Source: International Data Corporation
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Telecommunications: Wireless – Neutral
The wireless industry in the past 8 years has had an instantaneous growth rate continuing to
incline. In 2005, the penetration rate was 69% with an incline to an approximate rate of 91% in
2009, the rate then broke a 102% record in June 2011.13 During these findings the post-paid
penetration rate was declining. Nonetheless the prepaid and connected devices such as iPads and
gaming devices were assisting the rapid growth in the wireless penetration rate. Internationally
the penetration rate has broken over 120% in many countries, for example, Argentina.14
The industry has several major companies, AT&T and T-Mobile, America Movil, Sprint Nextel,
MetroPCS and a few other companies. AT&T’s goal was to acquire T-Mobile from Deutshe
Telekom however; due to the Department of Justice the acquisition was not possible. The Apple
iPhone has given significant income to wireless companies such as AT&T, Verizon and last but
not least Sprint. AT&T originally had an exclusive deal to sell Apple products until 2011 when
Vodafone’s’ Verizon Wireless started to carry the iPhone 4. During 2011, the iPhone 4S was
released to AT&T, Verizon, and Sprint. The iPhone 4S is approximated to help Sprint gain a
total of 41,000 subscribers. 15 T-Mobile has lost a significant amount of post-paid customers;
nonetheless operations have increased, offsetting the losses from post-paid customers. It is
approximated that T-Mobile needs 3-4 prepaid customers for every post-paid contract that is lost.
Currently many carriers including TracFone, MetroPCS, Virgin and Leap Wireless are
benefitting due to the weak economy. The weak economy is raising competition amongst
companies who are now willing to sacrifice profits for market share. This is achieved when firms
reduce their monthly costs to customers. There was a 7.0% growth in prepaid wireless during the
third quarter.16 America Movil, parent company of TracFone is currently dominating the prepaid
wireless market as speculation still continues.
The industry as of November 2011 has a neutral outlook. Wireless providers should consider
double-digit subscriber revenue with a margins and profitability to improve at a steady rate.
Wireless companies are currently expanding their network and spectrum while working towards
4G and LTE networks. Speculations have been made for prices in 2012 to increase for the two
major companies, AT&T and Verizon Wireless. It is expected that the EBITDA for AT&T and
Verizon Wireless will increase with opportunities to use free cash flow for investments into
advanced technology.17

13

Source: Standard & Poor’s Netadvantage
Source: Standard & Poor’s Netadvantage
15
Source: Standard & Poor’s Netadvantage
16
Source: Standard & Poor’s Netadvantage
17
Source: Standard & Poor’s Netadvantage
14
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The wireless telecom industry is showing positive trends. In June 2001, the wireless industry had
approximately 118.4 million subscribers advancing to a 322.9 million subscribers in June 2011.18
The industry has experienced growing competition, increased services and technological
innovation. Reports indicate that LTE smartphones is the product that will bring on new
consumers to push the industry.
Telecommunications: Wire line – Positive
The wire line telecommunications industry had a declining trend in its sales the previous year.
Companies in the industry are starting to diversify themselves to explore further markets,
entering new areas such as cloud and its hosting services.
In 2011 many mergers and acquisitions occurred. Quest Communications International Inc. had
merged with Century Link making Century Link the third largest telecom company.19 Another
leading company, Level 3 had acquired Global Crossing and last but not least, Vodafone’s
Verizon had acquired Terremark, a cloud and IT infrastructure service provider.
The impact of the macro economy has shed modest growth on the United States in 2011.
Nonetheless, in current conditions broadband is still trending at an incline. At the end of the 2nd
quarter Verizon Wireless voice had declined by 7.2% and Windstream declined by 3.6%.20
Cable competitors brought these declines to the market through various triple play combinations
and schemes. The S&P Integrated Telecommunications Services had declined a total of 3.3
percent in their last report versus an 11.3% increase the previous year.21
The industry outlook provided sufficient information to be able to predict modest growth.
Operations had improved the first half of 2011. Signs have shown a growth within the industry
towards enterprise units. Through high speed connectivity and services offered companies can
generate a sufficient cash flow that will enable growth and move towards more support for
shareholder and capital spending. Consolidation will enable a parallel structure to revenue that
will reduce the business-streamlined workforce.22

18
19

Source: Standard & Poor’s Netadvantage
Source: Standard & Poor’s Netadvantage

20

Source: Standard & Poor’s Netadvantage
Source: Standard & Poor’s Netadvantage
22
Source: Standard & Poor’s Netadvantage
21
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Technology Industry Outlook
The technology sector within the past year has been volatile as investors shared concerns of
troubling financial reports. Technology is advancing as the sector had a year to date growth of
approximately 2% from 2011 to 2012, a gain from a -15% position in August 2011. This loss can
be correlated to the signs of weakness in corporate spending toward IT developments or troubled
financial reports. The content that follows will explain the performance of the Technology SPDR
Sector through economic and performance events.

The S&P500 has had a 92% correlation to XLK’s performance in the past five years. 23
Macroeconomic conditions forecast that the market will continue to trend in the volatile market
of 2011. The unemployment record was 8.3% during January 2012, a 0.6% decrease, enabling
consumers with more disposable income to make more frequent purposes. The consumer price
index also increases by 1.5% to a 3.0% in 2011, an indication leading towards more consumers
spending.24 In December the business spending indicator climbed to 3.0% signaling a rebound in
business investment that would keep growth within it and infrastructure companies for business
improvements. This information correlates directly with the XLK versus GSPC comparison
wherein December the XLK sector tends to climb above the S&P500. Through consumer and
business spending the technology sector is experiencing higher sales of products such as tablets,
wireless services and computers.
During late 2011 IT spending had declined with troubling financial reports from companies
including Oracle, Hewlett-Packard, Intel and Texas Instruments. The reports led investors into
fear with speculations of “budget flushes”.25 Speculations were made that budget flushes would
23

Source: Morningstar
Source : Macroeconomic Update and Sector Outlook
25
Source : Morningstar
24
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lead to less confidence within corporate managers, hindering them from exploring potential
business prospects. The government also continued to reduce spending on IT technology and
services in the United States. S&P equity analysts have given a neutral fundamental outlook on
this sector with concerns regarding economic growth and the global economy. The European
debt crisis has played a significant role in the investment field. Capital IQ forecasted the sector
will trade with a P/E of 12.3, 0.02 lower than the projected P/E of the S&P500 with a P/E of 12.5
during 2012. 26
A specific dynamic that is continuing the growth of the technology sector is the advancements
and demand of smartphones, in both developed and emerging markets. 27 The growth is bringing
expansion to industries within this sector that are linked to the manufacturing, connectivity, or
usage of smartphones. The IT department is moving into developing new components of
infrastructure allowing more efficiency towards resources such as capital expenditures. Both,
software and hardware industries are positively benefitted by such.
During the past year, XLK has outperformed the S&P 500 by 1% versus the broader benchmark
of a 0.2% decline. 28 The portfolio itself holds 78 companies, ten of which hold 65% of the
portfolio holdings. The top five holdings include Apple, IBM, AT&T and Google with its
respective percentages, 16%, 8.5%, 8%, 6.5%, 5.5%.29 The largest subsectors are computer and
peripherals with 22%, IT services with 17.5%, software with 17% and telecom services with
12%.30
Analysts say cloud computing and virtualization is the next industry game changer. Major
computing and IT companies such as EMC, IBM, Oracle and Microsoft 31 will be able to
revolutionize the day to day business while ensuring profits.
The sector carries 93% of investments that have durable competitive advantages able to
withstand many factors. The top holdings historically have a strong balance portraying stability
and growth. Depicted by the comparison chart of the GSPC and XLK IT spending is in a
recovery phase with a trending growth. The technology sector shares a bullish signal as it has a
0.18% expense ratio with most liquidity. S&P also rates the fund with 100% in its Stars rating.
The top ten holdings average 4.6 out of 5 in fair value ranking.
The sector has a 5.6% return in the past year, a 4.0% in the past five years and 2.4% return in the
past ten years. Its forecasted dividend for 2012 is 0.42 and sales growth is 7.3.32 The net asset
26

Source: Capital IQ
Source: Morningstar
28
Source: Morningstar
29
Source: Morningstar
30
Source : Morningstar
31
Source: Morningstar
27
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value as of 1/31/2012 and the last quarter were 6.18% and its market value total returns were
6.20%. XLK shares a beta of 0.92 depicting a lesser amount of risk then other sectors. 33

32
33

Source: SectorSPDR
Source: SectorSPDR
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Economic Outlook
Forecasts claim there will be growth of roughly 3% per year within the global growth rate, lower
than the past decades. Forecasts claim the growth percent will start at 3.5% inclining to a 3.6%
during 2013-2016 and decline to 2.7% during 2017-2025. During this time period the market has
been volatile as the financial sector has received negative press with the trading loss of JP
Morgan and downgrade of 15 banks by Moody’s. U.S. long term rates have hit historic lows of
1.406% while Germany’s has fallen below 1.20%. Nonetheless, oil has fallen below $80 a barrel
allowing the incline of American discretion money, sharing with an incline in residential real
estate.
Consumer Price Index and Consumer Confidence
Within the technology sector are holdings that have diverse products and service both requiring
business and consumer spending. Google and Vodafone Group PLC depend on consumer
spending for a steady stream of revenue, deriving a significant impact from the Consumer Price
Index and Consumer Conference. Declines in the index could adversely affect the sales of our
holdings globally causing a potential drop in the technology sector.
The consumer confidence index had declined to 61.3 in August, but quickly rebounded to 70.3 in
September, sharing an incline with the expectations index of an increase to 83.7 from 71.1. The
index had risen back to its average of 71.6 earlier this September. Through assessment of current
activity, optimism is shared in the job market and short term outlook, for business operations
including employment and finances. Irrespective of economic conditions, consumers are more
optimistic in the past month. Job growth has risen a mere 0.9% versus a decline of 0.7%
Business Spending
Business managers will continue to proceed with caution into the early half of 2013. The crisis in
Europe along with the presidential campaign plays a significant impact in business spending
through tax issues and spending cuts. Business spending is forecasted to end at 8% this year with
forecasts to decline during the following year. Declines took place in manufactured equipment
including computers, automobiles, aircrafts and electronic appliances. Inventories have also
taken a steady decline with a weaker global growth forecasted.
Unemployment Rate
The unemployment rate serves as an indicator reflecting the macroeconomic environment of the
economy and its affects to the technology sector. In September 2012, unemployment has
decreased approximately 0.3% to 7.8%, totaling to 456,000 people. The rate coincides with an
increase of employment in the healthcare, transportation and warehouse industry. Men and
women share a 7.3% and 7.0% unemployment rate respectively. Job losses and completion of
temporary jobs are currently at 6.5 million. Short term unemployment is at 2.5 million and long
term unemployment is at 4.8 million.
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Bottom-Up Consumer Discretionary Sector
With a sector like consumer discretionary, it is difficult to find your own personal niche in the
investments world. This is due to the grand variety of stocks available to the investors. Consumer
discretionary offers many different stock subsectors such as; media, specialty retail, hotels,
restaurants and leisure, internet and catalogue retailing, multiline retail, textiles, apparel and
luxury goods, automobiles, auto components, household durables, leisure equipment and
products, distributors, and diversified consumer services. In order to be successful with our
investments in the consumer discretionary sector, it is particularly important to be comfortable
with the stocks we are purchasing and able to form a strong sense of their management team,
operations, and expansion capabilities. With a sector this diversified, doing so can prove difficult.
We are currently the holders of Buffalo Wild Wings., McDonald’s Corp., Staples, Inc., and
Nordstrom.
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Archway Investment Holding
Buffalo Wild Wings Inc. (BWLD)
Date
Purchase
Bought
Price
10/26/2012 $74.71

Target
Price
$98

Current Shares
Price
Held
$74.20
148

Outlook % of
Sub
Portfolio sector
Positive 1.68%
Services Restaurant

Key Statistics
Beta
0.89

P/E

DIV
(YLD%)
25.60 N/A

P/BV

EV/Sales

EV/EBITDA %ROA

3.75

1.27

9.06

9.76

%ROE Sharpe
Ratio
16.23
0.4

Business Description
Buffalo Wild Wings, Inc. engages in the ownership, operation, and franchise of restaurants
primarily in the United States. It offers chicken, various food and beverage items, as well as
serves bottled beers, wines, and liquor. The company operates its restaurants under Buffalo Wild
Wings Grill & Bar brand name. As of October 23, 2012, it operated approximately 861 Buffalo
Wild Wings locations in 48 states in the United States, as well as in Canada. Buffalo Wild Wings,
Inc. was founded in 1982 and is headquartered in Minneapolis, Minnesota.
Opportunities & Risks
Buffalo Wild Wings last year reached the halfway point in its goal of opening more than 1,000
U.S. restaurants. The company is looking for more franchisees to continue its expansion
nationwide. Buffalo Wild Wings’ boldly flavored, made-to-order menu items and 14 signature
wing sauces have earned the chain dozens of “Best Wings” awards across the nation. Its inviting,
sports-oriented atmosphere makes it a neighborhood destination for guests and has earned the
chain a number of “Best Sports Bar” awards. With a unit expansion rate of 15 percent per year,
Buffalo Wild Wings is one of the top 10 fastest-growing chains in the country. Buffalo Wild
Wings plans to continue its expansion in nearly all regions, with opportunities available in
Alaska, Alabama, Arkansas, California, Hawaii, Idaho, Florida, Georgia, Louisiana, Maryland,
Maine, Mississippi, New Hampshire, New Jersey, New Mexico, Oklahoma, Oregon, South
Dakota, Texas, Vermont, and West Virginia. The brand has shown longevity and success, and
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franchisees will enjoy the strength and resources, irreverent brand positioning, and a cult-like
following for its crave-worthy food and fun atmosphere.
The industry has been at the receiving end of the global economic concerns, a stronger dollar, a
more expensive food cost environment in the U.S., a sluggish labor market and over-supply of
restaurants in the industry. They may not be able to continue to convince their customers of the
benefits of paying the prices for higher-quality food. Disruptions or supply issues in their fresh
dough facilities could affect business operation costs. Competition may adversely affect
operations and consolidated results of operations.
Stock Outlook
The company is undertaking various initiatives like menu innovations, investment in marketing
and media spending to attract customers. Higher chicken wing prices will continue to be a
headwind in the upcoming quarter, partially offset by menu price increases and cost saving
initiatives at restaurants. Margins will continue to struggle in the last quarter of 2012; hence the
company now expects net earnings growth of 15%. However, the company’s long track-record
of success, viable business strategy and debt-free balance sheet offer investors one of the
strongest growth profiles in the industry. The company is also focusing on expanding in the
international market and is combating cost inflation through menu price increases and expenses
control.
Big Lots Stock Outlook
We have sold our portion of BIG stock and replaced it with the equivalent of BWLD stocks. We
believe that the market potential for Buffalo Wild Wings is much greater than that of Big Lots.
Big Lots has become a risky asset to hold with the overall positive outlook of the market. As the
market continues to recover, store like Big Lots will suffer due to less of a need to purchase at
lower prices. High end department and grocery stores will gain market share over discount
stores. Therefore we have sold our stock in BIG and purchased an up and coming restaurant/bar
BWLD.
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Archway Investment Holding
McDonald’s Corp. (MCD)
Date
Purchase
Bought
Price
10/25/2005 $32.29

Target
Price
$114

Current Shares
Price
Held
$88.45
200

Outlook
Positive

Sub
% of
Portfolio sector
2.61%
Services Restaurant

Key Statistics
Beta
0.39

P/E

DIV
(YLD%)
16.66 3.16%

P/BV

EV/Sales

EV/EBITDA %ROA

6.29

3.4

10.47

16.13%

%ROE Sharpe
Ratio
38.20% 0.76

Business Description
McDonald’s Corporation franchises and operates McDonald's restaurants in the global restaurant
industry. The restaurants offer various food items, soft drinks, coffee, and other beverages. The
company operates approximately 33,500 local restaurants serving approximately 69 million
people in 119 countries each day. McDonald’s Corporation was founded in 1940 and is
headquartered in Oak Brook, Illinois.
Opportunities & Risks
McDonald's maintains the leading market position in virtually every country in which it operates
with the exception of China, and global expansion opportunities still exist. We're intrigued by
McDonald's Latin American opportunities following the 2011 initial public offering of its largest
franchisee in the region, Arcos Dorados. Engaging marketing campaigns, extended hours, free
wireless Internet access, and renovated restaurants have reinvigorated the brand and elevated the
customer experience, leading to restaurant traffic gains. Premium products such as the Angus
Third Pounder hamburger and the McCafe specialty coffee menu have been well received. We
believe McDonald's could evolve into Starbucks' fiercest rival in the specialty coffee segment.
McDonald's plan to emphasize value across most markets appeared to have a more pronounced
impact in Europe (where comparable sales grew 3.0% in September) and we expect additional
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marketing support behind value menus will drive increased traffic growth in the U.S. and
APMEA regions in the periods to come.
Rivalry among quick-service restaurants appears to be on the rise, with chains increasingly
competing with one another on the basis of price and product differentiation. Additionally, a
number of U.S.-based specialty hamburger concepts have posted strong growth in recent years,
including Five Guys and In-N-Out Burger. If increased competitive threats were to cause a
material decline in franchise sales, it would alter McDonald's intrinsic value. Volatile food,
energy, and labor costs could affect profitability. Restrictive credit markets could impede
franchisees' abilities to add new restaurants, perform renovations, or purchase equipment.
McDonald's also faces increasing competition from Yum Brands and other rivals as it expands
internationally.
Stock Outlook
As the world's largest restaurant chain in terms of system wide sales, McDonald's wields
tremendous economies of scale relative to its quick-service restaurant peers. The firm can exert a
significant amount of bargaining power over its suppliers, many of whom owe their existence to
McDonald's, thus ensuring access to food and other raw materials at predictable, competitive
prices. The McDonald's brand is also one of strongest in the world. Another underlying strength
is McDonald's cohesive franchisee and affiliate system, which collectively operates 80% of the
chain. This structure provides the firm an annuity-like stream of rent and royalties even during
challenging economic times with minimal corresponding capital needs. McDonald's also faces
broad competition from a number of global quick-service restaurant chains, including Burger
King, Subway, and Yum Brands YUM, more nascent fast-casual restaurant competitors like
Panera PNRA, Chipotle Mexican Grill CMG, and specialty burger chains like Five Guys and InN-Out Burger. However, we do not believe McDonald's rivals pose enough of a threat to its wide
economic moat, and we expect the firm to weather economic pressures more effectively than the
competition. Therefore we see McDonald’s continuing to exhilarate and grow further in the
future.
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Staples Inc. (SPLS)
Date
Purchase
Bought
Price
3/28/2012 $16.48

Target
Price
$21

Current Shares
Price
Held
$11.40
830

Sub
Outlook % of
Portfolio sector
Neutral 1.40%
ServicesSpecialty
Retail

Key Statistics
Beta

P/E

0.94

8.58

DIV
(YLD%)
3.83%

P/BV

EV/Sales

EV/EBITDA %ROA

1.13

0.34

4.34

7.22%

%ROE Sharpe
Ratio
13.18% (0.17)

Business Description
Staples, Inc., together with its subsidiaries, operates as an office products company. The
company offers various office supplies and services, office machines, computers, office furniture,
and other similar products under Staples, Quill, and other proprietary brands. It also provides
copy and print services to retail and delivery customers, as well as technology services through
its EasyTech business. The company sells and delivers office products and services directly to
businesses and consumers through Internet retail, including Staples.com and Quill.com, as well
as through contract sales force, direct mail catalog business, and retail stores. As of January 28,
2012, it operated 2,295 retail stores in 48 states and the District of Columbia in the United States;
and 10 provinces and 2 territories in Canada, as well as in Belgium, Finland, Germany, the
Netherlands, Norway, Portugal, Sweden, the United Kingdom, China, Argentina, and Australia.
The company also operates 124 distribution and fulfillment centers in 29 states in the United
States; 7 provinces in Canada; and in Austria, Belgium, Denmark, Finland, France, Germany,
Ireland, Italy, the Netherlands, Norway, Portugal, Spain, Sweden, the United Kingdom, China,
Argentina, Brazil, and Australia. Staples, Inc. was founded in 1986 and is based in Framingham,
Massachusetts.
Opportunities & Risks
Staples stock has been declining over the past few months. The management announced that it is
increasing its investments in online and mobile phones. As part of this shift, Staples is expanding
its product mix beyond office supplies in an effort to develop its footprint into the profitable
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industrial distribution business. In our opinion, this is a smart move for Staples, as it should
allow the company to leverage its customer relationships in order to cross-sell additional services
in its delivery business.
Staples also plans to reduce its North American retail square footage by roughly 15% before the
end of fiscal year 2015, which marks a significant change from management's previous guidance
of flat square footage. By the end of 2012, the company is planning to close 30 stores and
downsize an additional 30 stores. We consider this to be a prudent move, since we view the
office retail space to be oversized, and competitive forces are only increasing due to intrusions
from mass merchants, online retailers, and warehouse retailers.
We have assigned Staples a high fair value uncertainty rating. Staples operates in a cyclical
industry that is vulnerable to recessions, since both consumer and business customers tend to
delay purchasing office supplies. This reality is compounded by the fact that a portion of Staples'
customers are small businesses, even more sensitive to poor macroeconomic trends than larger
companies. Additionally, increasing competition from mass merchants and Amazon may hamper
profitability. In particular, we believe these firms will be willing to sacrifice margins in order to
gain volume, creating a dangerous pricing dynamic in the industry. Staples is also highly reliant
on the sales of paper and printing supplies, which are experiencing secular decline due to the
growth of mobile availability. Furthermore, the company offers a wide array of value-added
copy/print services, so the decline in demand for these services could reduce Staples' ability to
differentiate itself from mass merchant competitors.
Stock Outlook
As the leading office product distributor, Staples has consistently generated excess economic
returns well above its peers. Consolidated returns on invested capital (excluding goodwill) have
fallen from their highs earlier in the decade (peaking over 20%) to the low teens, but
consolidated results actually understate Staples' profitability in domestic markets. If we strip out
the dilutive impact of the underperforming international division, we estimate that Staples'
combined domestic retail and delivery segments continue to generate high double digit returns
on invested capital, which would rank Staples in the upper half of our retail coverage
universe. We believe Staples will outperform its peers, which are rapidly downsizing their
existing store footprints, but its returns are likely to fall sharply from current levels. Staples is
undergoing a vast number of changes to become more efficient and include more products in
their list. We do see the stock bouncing back and performing well in the future as office supply
spending constitutes a small portion of expenses for most businesses, thus delivery relationships
have historically been fairly sticky.
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Nordstrom Inc (JWN)
Date
Purchase
Bought
Price
9/26/2011 $46.65

Target
Price
$65.15

Current Shares
Price
Held
$55.97
180

Sub
Outlook % of
Portfolio sector
Positive 1.49%
ServicesApparel
Stores

Key Statistics
Beta
1.36

P/E

DIV
(YLD%)
17.73 1.84%

P/BV

EV/Sales

EV/EBITDA %ROA

6.19

1.05

7.32

9.80%

%ROE Sharpe
Ratio
32.58% 0.3

Business Description
Nordstrom, Inc., a fashion specialty retailer, offers apparel, shoes, cosmetics, and accessories for
women, men, and children in the United States. It operates in two segments, Retail and Credit.
The retail segment offers a selection of brand name and private label merchandise. This segment
sells its products through various channels, including Nordstrom full-line stores, off-price
Nordstrom Rack stores, Jeffrey boutiques, philanthropic treasure&bond stores, and Last Chance
clearance stores; and its online store, nordstrom.com, as well as through catalog and online
private sale subsidiary HauteLook. As of October 4, 2012, it operated 237 stores in 31 states,
including 117 full-line stores, 116 Nordstrom Racks, 2 Jeffrey boutiques, 1 treasure&bond store,
and 1 clearance store. The Credit segment operates Nordstrom FSB, a federal savings bank,
which provides a private label credit card, two Nordstrom VISA credit cards, and a debit card. Its
credit and debit cards feature a shopping-based loyalty program. Nordstrom, Inc. was founded in
1901 and is based in Seattle, Washington.
Opportunities & Risks
Currently, the company is one of the few department stores showing continued long-term store
growth and the potential for additional stores. With only a few more than 115 full-line
Nordstrom stores and 110 Nordstrom Rack stores, its store base has hardly saturated the market.
Nordstrom has plenty of room to expand stores for many years as it operates approximately one
eighth of the number of stores that Macy's does. Competitors such as Saks are no longer
expanding. The company believes it can accelerate Rack openings, and also has a site for a New
York City flagship, still a number of years away.
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Nordstrom operates in the highly competitive and cyclical retail industry. Currently, growth in
high-end consumer spending has been strong and Nordstrom appears to be gaining market share
as well. Increases in market share have been achieved through store build-outs and computerstore sales gains, including improving online business. However, there is risk that luxury
consumer spending could slow, or that the same-store sales increases become harder to attain as
the store build-out saturates the market. As stores age, the company faces the risk that it will not
be able to refurbish its store base at a cost that generates positive returns on capital, or that
customers tastes and preferences could change and Nordstrom would no longer be a fashionable
place to shop. Nordstrom's high dependence on fashion apparel and footwear makes it vulnerable
to buyers' and designers' ability to consistently be on-trend with fashion offerings, and it is also
susceptible to vendors' ability to deliver products on time and at a reasonable cost.
Stock Outlook
Nordstrom is one of the strongest operators in the department store business, and perhaps in
retail in general. The company has filled a profitable niche in luxury that is not extravagant, yet
delivers merchandise with high quality, great fashion, and exceptional service. High sales per
square foot (more than $400, despite large stores), fast inventory turns (more than 5 times) and a
focus on great fashion and customer service has afforded Nordstrom both profitability and
growth.
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Industry Sub Sectors
Consumer Services Restaurant - Despite beginning the year on a relatively positive note, sales
momentum in the U.S. restaurant industry appears to have slackened in the second quarter of
2012, mostly reflecting macroeconomic issues. The industry has been at the receiving end of the
global economic concerns, a stronger dollar, the uncertainty around upcoming presidential
election in the U.S., a more expensive food cost environment in the U.S., a sluggish labor market
and over-supply of restaurants in the industry.
Retail Sector - Uncertain and sluggish economic conditions continue to weigh upon the retailers,
indicating a grim outlook in terms of profitability and consequent growth. However, continuous
efforts on their part to offer innovative products and value pricing have been paying off in an
economy which is still in the doldrums. It is still a tough time for retailers, who are using their
entire arsenal to combat the sluggishness. Retailers are trying to remain competitive primarily by
shifting focus on the long-term horizon and finding innovative solutions to create value, reduce
operating costs and mitigate risks throughout the enterprise. Right sizing inventories, enhancing
efficiency and competence and bringing in technological advancements are the key agendas that
the retailers are focusing on. Moreover, cost containment efforts and merchandise initiatives to
improve margins are also top priorities. Further, retailers are largely concentrating on buyers’
needs, which in turn, will bring in huge potential for growth and is likely to augment sales in the
long run. Additionally, exploring all possible opportunities to create premium as well as value
products to suit the different income groups should help improve returns. Considering the current
macro-economic environment, this strategy should prove smart to better position companies to
attract consumers.
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Bottom-Up Consumer Staples Sector
The consumer staples sector contains highly diversified stock options. The sector consists of
stocks in the sub-industries of food, beverages, tobacco, household products, etc. The premise of
consumer staples is consumables that the general market is not willing to cut out of their lives, in
other words, everyday essentials. We expect that overall consumer staples investments will
improve in the future as the market recovers, however this improvement will be slow.
Improvement will be seen as more consumers are capable of buying excess groceries and every
day products. It will be slow due to the fact that the items that are considered consumer staples
are the last to be cut in people’s budgets. We currently hold General Mills, Proctor and Gamble,
Altria, Nestle, and Coca-Cola falling into the sub-sectors packaged goods, personal products,
tobacco products, food products, and bottled beverages.
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Archway Investment Holding
General Mills (GIS)
Date
Purchase
Bought
Price
04/20/2010 $35.32

Target
Price
$43.00

Current Shares
Price
Held
$39.76
323

Sub
Outlook % of
Portfolio sector
Hold
2.07
Packaged
Goods

Key Statistics
Beta
0.16

P/E

DIV
(YLD%)
15.49 3.32

P/BV

EV/Sales

EV/EBITDA %ROA

3.6

2.0

9.8

9.9

%ROE Sharpe
Ratio
30.6
.169

Business Description
General Mills (GIS) is one of the largest food producers in the world. GIS is based in
Minneapolis, MN. Founded in 1928, they produce a variety of products from breakfast cereals to
soup to baking mixes; including some brand name products such as Lucky Charms, Betty
Crocker and Progresso. They also operate on an international level with exported products
primarily in the Caribbean and Latin America. GIS has direct sales personnel that sell General
Mills products to a diverse group of markets. Some of these markets include grocery stores,
mass merchandisers, membership stores, natural food chains, drug, dollar and discount chains,
commercial and noncommercial foodservice distributors, restaurants and convenience stores.
They are currently operated by CEO Kendall Powell. He has been with the company for over 33
years. Previously he was the CEO of Nestlé SA. General Mills is currently partners with 6
companies; Cargill, Inc., Root Capital, Inc., Insta-Pro International, Royal DSM NV, Nestlé SA,
and TechnoService, Inc. GIS was recently rated as an A+ purchase stock by TheStreet Ratings
and as one of the top food stocks to purchase by Motley Fool along with steady buy
recommendations from FactSet Analysts.
Opportunities & Risks
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General Mills is currently a stock with high opportunities. The stock is performing above
industry averages in many areas including revenue growth, net income growth, net profit margin,
and cash flow growth rate. GIS revenue growth is higher than the industry’s 7.0% with net
income growth of 35.3% in one year. Their net profit margin is currently at 13.50% with
industry average being around 11.50%. General Mills cash flow has increased by 10.88% over
the last year. Looking advantageous to GIS, their earnings per share has increased 34.4%
compared to the same quarter last year. However the earnings have been relatively volatile over
the past few quarters. The P/E ratio (15.6) is also currently below the S&P 500’s (17.7).
Other opportunities include new product development and redeveloping branded products. Some
opportunities available for previously branded products are new flavor developments, new
shapes, packaging, and new target markets, as well as adapting American products for
international markets. As far as new products are concerned, GIS has recently developed new
granola products and yogurts for international markets. Some of these products are Liberte (a
Greek yogurt) and the new Uber granola bars.
Risks associated with General Mills is primarily focused around the recovery of the economy,
both domestic and internationally. These economic factors include interest rate risk, foreign
exchange risk, commodity price risk, and equity instruments. Interest rate risk is a factor
involved with General Mills due to interest on loans for property, research and development, and
emerging floating-rate debts. Foreign exchange risk is a major player with the integration GIS
has in foreign markets. Commodity price risks are also involved in success for General Mills.
With commodities like wheat, oats, and corn rising in prices, the cost of production for a food
producer like GIS is very likely to rise significantly. GIS is extremely exposed to a change in
commodity prices. Finally, equity instrument prices affect the company’s compensation expense
as certain investments in their deferred compensation plan are revalued. The risks associated
with an integrated company like GIS are very few. Another risk that General Mills is susceptible
to is competitive markets with other large packaged food producers such as Kellogg Company
(K).
Stock Outlook
Our recommendation for General Mills is to hold the stock. GIS appears to have the opportunity
for long term growth. The company has strong financials and a competitive market advantage
over similar food production companies. The stock is most likely not going to rise rapidly due to
the already developed market; however it should steadily grow over the next few years. Overall,
GIS ratios are performing higher than industry averages. At the same time, General Mills has
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been held for 1.5 years and has not reached our target price of $43. We intend for it to reach this
target within the next few years.
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Archway Investment Holding
Procter & Gamble Co. (PG)
Date
Purchase
Bought
Price
11/09/2009 $61.61

Target
Price
$75.00

Current Shares
Price
Held
$70.07
191

Outlook % of
Sub
Portfolio sector
Hold
2.15
Personal
Products

Key Statistics
Beta
0.44

P/E

DIV
(YLD%)
22.52 3.21

P/BV

EV/Sales

EV/EBITDA %ROA

2.6

2.7

11.8

8.9

%ROE Sharpe
Ratio
18.3
.512

Business Description
Procter & Gamble Co. is comprised of several product segments. These include household,
cosmetics and beauty, healthcare, and baby/family care products. PG’s household products
include laundry detergents, paper towels, toilet paper, batteries, dish soap, and many other
consumer products used to clean and maintain a home. The cosmetics and beauty section of PG
is focused on grooming (razors, shampoos, and skin care). As far as the healthcare products,
Procter & Gamble offer gastrointestinal incontinence products, feminine care, rapid diagnostics,
toothpastes, oral care, and other OTC care products. Their baby/family care products are listed
as baby wipes, diapers and pants, tissues, and other general use baby-safe products. Some of the
brand names included in PG are Febreeze, Downy, Gillette, Head & Shoulders, Pantene, Crest,
and Vicks. The company was founded in 1837 and its headquarters are located in Cincinnati,
OH. Procter & Gamble is celebrating their 175th anniversary this year. The company currently
operates in 180 countries. They own 33 manufacturing facilities in 21 states and 103 in foreign
countries. The CEO of PG, Robert McDonald has been with the company for over 32 years. All
of Procter & Gamble Co.’s officers and directors have been with the PG for over 20 years.
Opportunities & Risks
Procter & Gamble Co. has many opportunities with increasing their market share. Over the last
quarter, PG has both held and gained market share in products representing 45% of sales, which
has increased from 30%. PG has also gained 5% on shares this past year. They are also working
on focusing their product development and advertising. Currently PG is focusing on their 40
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largest and most profitable products in the most important markets. They are also targeting 10 of
their emerging markets to try to increase sales and create the largest growth potential. Dividend
growth rates also hold potential for PG. The dividends of Procter & Gamble have increased
consecutively over the last 56 years, increasing on average 10.31% per year. Over the last 5
years net sales for PG have increased by $5,966M from $77M in 2008 to $83M in 2012.
Some of the highest weighted risks associated with Procter & Gamble Co. are commodity and
raw material prices, high international operations and international economic conditions,
customer demand, and changes in legislation. PG is highly susceptible to commodity prices.
This is due to the type of products produced. Many of Procter & Gamble’s products involve raw
materials that are traded commodities such as oil, natural gases, rubber, palm oil, polypropylene,
and industrial metals. They are also susceptible to increased costs in other raw materials due to
economic hardships and changes in material prices. Procter & Gamble maintains a high
involvement in foreign markets. This is beneficial to the company by opening up new markets to
perform well in, however it can also be harmful if foreign markets are not performing well and
the foreign economy enters a recessions or decreases further.
Another risk associated with PG is the ever changing customer demands. If the company is not
able to maintain products that satisfy customer demands their business will be harmed
significantly. There is risk of competitors provided products demanded by consumers that PG is
not able to develop in time. Brand loyalty comes into account here, if Procter & Gamble loses
loyal consumers for any reason there will be an increase in competitor market shares. PG is also
at risk to changes in legislation. Due to a large number of trademarks and patents, Procter &
Gamble is easily affected by legislature and regulations regarding trademarks and patents.
Stock Outlook
We recommend holding Procter & Gamble. Overall they are provided steady dividends with
strong financial support. The company is expected to exceed their past performance. They are
relatively subjected to market risks but overall have the strength and customer support to
overcome challenges presented to them. Insider purchasing of stocks also leads us to believe that
upcoming releases are going to be positive. PG’s stock as increased by 13.7% since its purchase
at the end of 2009. Procter & Gamble’s stock offers a long term steady growth opportunity.
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Archway Investment Holding
Altria Group, Inc. (MO)
Date
Purchase
Bought
Price
11/18/2010 $24.74

Target
Price
$31.00

Current Shares
Price
Held
$32.10
478

Outlook % of
Sub
Portfolio sector
Sell
2.47
Tobacco
Products

Key Statistics
Beta

P/E

0.43

18.1

DIV
(YLD%)
5.5

P/BV

EV/Sales

EV/EBITDA %ROA

16.5

4.2

10.2

9.1

%ROE Sharpe
Ratio
76.4
.588

Business Description
Altria Group, Inc. (MO) is a tobacco product company. It was founded in 1919 and is located in
Richmond, VA. They operate in five main segments: cigarettes, smokeless products, cigars,
wine, and packaged foods. Altria also offers financing. There is financing available for
transportation, real estate, aircraft, electric power, and manufacturing. MO also owns two
subsidiaries, Phillip Morris USA, Inc. and John Middleton Co. Some of the marketed brands of
Altria are Kraft, Marlboro, Maxwell House, Nabisco, Oreo, Parliament, Virginia Slims, and Post.
The wine products that Altria produces are marketed to restaurants, wholesale clubs,
supermarkets, wine shops, and mass merchandisers. Altria recently acquired a new CEO, Martin
Barrington, who was previously employed by Philip Morris International Management SA.
Opportunities & Risks
Altria Group, Inc. has exhausted many of its opportunities for growth. As the economy recovers,
MO’s value is expected to increase, but at a slower rate than the market. One potential growth
opportunity for Altria is focusing on their brewing company SAB Miller. As the markets
increase, cigarette sales will start to decline however alcohol sales should remain relatively
constant. Altria already has 30% stake invested in this division of operations. MO also is the
leader in the cigarette sales market share at 50%. Altria is working towards expanding its
product lines. In 2011, MO’s revenue from smokeless tobacco was up 5.4% and operating
income was up 7.1%. The smokeless tobacco market is growing rapidly due to their slightly
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healthier nature it has in comparison to cigarettes. Overall there are a few opportunities for
Altria remaining but the growth will be short term and marginal.
Altria Group is at risk, primarily from government laws and regulation. The tobacco litigation is
by far the most influential. There are constantly legal litigations against tobacco companies
including product liabilities, consumer protection, antitrust tax, contraband shipments, patent
infringement, employment matters, claims for contribution and claims of competitors and
distributors. The uncertainty of results of these legal proceedings can harshly affect the stock
value of MO. Tobacco companies, including Altria are also at risk to government regulations
requiring them to promote anti-tobacco campaigns. This can be expensive and also counters
promotions that are used for the purchase of cigarettes. Tobacco products are highly taxed in the
United States. These taxes can have negative impacts on Altria’s value subtracting from their
income statements, balance sheets, and cash flows.
New tobacco products can also be detrimental to Altria’s business. New products such as
smokeless tobacco and tobacco humidifiers have become increasingly popular. As these
products increase, if Altria cannot maintain innovative leads within these emerging markets, MO
risks falling behind their competitors and losing market share. Thus far, Altria has had success
in the smokeless tobacco markets, but their popularity may start to decline along with traditional
tobacco products. Tobacco costs are also a key factor in Altria’s production and distribution
processes. If the cost of tobacco increases significantly then Altria’s production would have to
decrease, thus affecting their ability to meet customers’ demands. MO is also at risk in its wine
industries due to similar factors as the tobacco markets such as cost of supply, regulations, taxes,
and entering/existing competition.
Stock Outlook
We suggest selling Altria Group, Inc. The company has offered us valuable returns reaching its
target price and is starting to level off. We wish to benefit from the returns we have received
without maintaining the risk that Altria now poses. The company’s main product line is
predicted to have decreases in sales during the next several years. This poses as a risk to the
investment. Altria also recently acquired a new CEO. This is typically a sign of changes within
the business structure and typically concerns investors. We are also concerned about the change
in management especially regarding recent fluctuations in Altria’s stock prices. MO has served
the Archway Investment Fund’s purpose of purchasing value stocks for long term investment.
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Archway Investment Holding
Nestlé SA (NSRGY)
Date
Purchase
Bought
Price
03/01/2012 $61.39

Target
Price
$70.00

Current Shares
Price
Held
$64.02
254

Outlook % of
Sub
Portfolio sector
Hold
2.62
Food
Products

Key Statistics
Beta

P/E

0.60

17.1

DIV
(YLD%)
3.06

P/BV

EV/Sales

EV/EBITDA %ROA

3.0

2.1

11.0

8.8

%ROE Sharpe
Ratio
17.0
.696

Business Description
Nestlé SA (NSRGY), founded in 1866, is a company based in Vevey, Switzerland. They are a
nutrition, health and wellness company that manufactures supplies, prepared dishes, cooking aids,
milk-based products, pharmaceuticals and ophthalmic goods, baby foods and cereals. NSRGY
also produces chocolate and malt-based drinks, breakfast cereals, ice-cream, frozen foods, cold
meat products, and chilled pasta, ingredients for food and hotel industries, and chocolate and
confectionaries. Nestlé has two partners, Fair Labor Association and King’s College London.
The current CEO, Paul Bulcke, has been an employee of Nestlé in various divisions for over 40
years, with over 33 years as the CEO.
Opportunities & Risks
Nestlé SA is currently expanding its markets in Russia. The company is attempting to have the
Russian market represent the leading percentage of sales. They are currently opening a second
coffee production plant in Southern Russia. The Russian market is a large priority for European
companies. NSRGY is working towards acquiring a Russian baby-food and juice producer
Progress and is also open to bid on Pfizer’s Wyeth baby formula business if it becomes available.
Bulcke, the CEO, has made it clear that he is targeting improvement for all of Nestlé’s
productions. Nestlé has many growth opportunities available to them in the current markets.
The company is active with mergers and acquisitions. They recently invested in two Chinese
food companies. Since 2005 Nestlé has invested over $226.4M in a coffee plant in Timaashvsk.
The shop has netted over $1B in Russian investments since that time.
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Nestlé is also expanding its Egyptian markets. NSRGY has been present in Egypt for 100 years
and as a celebration they are investing 163.5M to create new jobs and better serve local
customers. The investment will be made towards existing factories and distribution centers. It
also created 200 jobs as a result. The company plans on creating an additional 300 jobs by 2014.
NSRGY offers high paying dividends to stock holders as well. The investment has not missed a
dividend for 16 years in a row now. Over the past 12 years, Nestlé has double dividends every
5.5 years. This growth is expected to continue. They are secure and this security provides
comfort for investors. The overall annualized return for shareholders over the past decade
averages 13.40%. Nestlé’s new Health Science Division is a driver for future growth. This new
business sector adds diversification to Nestlé’s stock.
A major risk factor to Nestlé is their reputation amongst consumers. Nestlé is a trusted company,
if there were to be a major food safety concern or compliance issue, the reputation of NSRGY
would be negatively altered. Nestlé is also affected by rising obesity levels and regulations that
come from the higher levels. There are large litigation risks for NSRGY. Due to their
operations in 83 countries and sales in 140, the company has to follow laws and regulations
based on the country in which the production/sales are occurring. A change in litigation in one
of the countries where a large production facility is located can have negative impacts on the
entirety of operations. Nestlé is also subject to competitive risk; with a large variety in their
markets a multitude of companies can threaten NSRGY’s sales.
Stock Outlook
Nestlé is one of the largest European companies in its sector. The company’s presence in the
United States is not as strong as their international influence; however internationally Nestlé is
thriving. They are currently expanding into new market segments in the direction of Health
Sciences. NSRGY is also working on increasing sales in current markets including Russia and
Egypt. We would suggest buying more Nestlé shares. The company offers tremendous growth
potential and has diversified product lines that help decrease typical business risks such as
emerging competitors and regulations that target individual products. Nestlé’s steady dividends
and net increases in sales also provide substantial reasoning to purchase more stock.
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Coca-Cola Co. (KO)
Date
Purchase
Bought
Price
11/20/2007 $31.15

Target
Price
$45

Current Shares
Price
Held
$37.04
464

Sub
Outlook % of
Portfolio sector
Hold
2.77
Beverages

Key Statistics
Beta

P/E

0.51

19.0

DIV
(YLD%)
2.69

P/BV

EV/Sales

EV/EBITDA %ROA

5.0

3.7

13.2

11.2

%ROE Sharpe
Ratio
27.4
.171

Business Description
Coca-Cola Co. lies in the category of nonalcoholic beverages. The company provides two main
beverage types, sparkling and still. Some of Coca-Cola’s brand names are Diet Coke, Sprite,
Fanta, Minute Maid, Simply, Powerade, vitaminwater and Georgia. KO also produces flavoring
enhancements such as sweeteners, powders for purified waters, beverage ingredients, and
fountain syrups. Their operations occur in several segments; Eurasia and Africa, Europe, Latin
America, North America, Pacific, Bottling Investments and Corporate. The company was
founded by Asa Griggs Candler in 1892 and the headquarters are in Atlanta, GA. Coca-Cola has
had the same CEO, Ahmet Muhtar Kent for over 7 years. He was previously a managing
director of a sub-segment of KO.
Opportunities & Risks
Coca-Cola is currently working on investing in previously developed markets. KO recently
announced that they are going to invest $300M over the next 3 years in Vietnam. This
investment will be used towards new infrastructures, jobs, partnerships, brand building, and
sustainability programs. The Vietnam market is valuable as an integral portion to sales in the
Asia Pacific. This market is being targeted as part of KO’s larger goal of double system
revenues by 2020. This investment has also created 500 jobs for the Vietnam citizens and
generated an estimated 5,000 jobs in supporting industries. Vietnam’s economy has had healthy
growth in recent years and it is predicted that these conditions will continue looking forward.
Coca-Cola’s dividend history is also a strong opportunity as an investor. Since 1893, KO’s
dividend has been uninterrupted. For the past 48 years, dividends for Coca-Cola have increased
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every year. Over the past decade KO dividend stock has an average total return of 3.6%. Long
term growth is predicted to be seen in the company’s tea, coffee and water operations as well as
in emerging markets such as China.
Growth opportunities arise from emerging market segments in areas such as energy drinks,
bottled water, and tea where KO is not performing as well as competitors. This is present
primarily in energy drinks, where Coca-Cola’s Full Throttle is losing to competitor brands such
as PepsiCo’s (PEP) AMP and Monster Beverages. There is opportunity available for an
acquisition of companies such as Red Bull and Rockstar. If Coca-Cola targets this growth area
then they can increase market shares in an area of production where they are currently lacking.
With that being said, this is also a high risk to KO. The company is losing market share in
important segments where it is not currently well defined.
Another risk applying to Coca-Cola in the current economy is high costs of production. KO’s
sales have been increasing clearly throughout their domestic and foreign markets; however the
company’s EPS has declined. This signifies that the current cost of operations is too high to
establish positive EPS. This risk is not in isolation to KO; PEP has also reported decreased EPS
with increasing sales growth internationally.
Stock Outlook
The outlook for Coca-Cola Co. remains steady going forward. We suggest that KO be held for
further evaluations. The company offers strong dividends and has overall growth. The
opportunities for KO to expand further are present. The company is focusing on investing in
current markets and is working towards expanding into new ones. Purchased in 2007, there have
not been tremendous returns, but Coca-Cola is a constantly changing company that has many
opportunities to come with very little risk in comparison.
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Industry Sub Sectors
Packaged Goods – Overall the market for packaged goods will increase. As consumers receive
more disposable income throughout the improving market, they will be more capable of buying
products such as cereal, instant soup, baking mixes, and granola bars. This growth will be slow.
Consumers will also be able to spend more on high end foods and restaurants. This trend could
be harmful to packaged goods, slowing the growth. However, branded names like General Mills
will continue to profit from the recovering economy.
Personal Products – This sub-industry is expected to stay stagnant over the next few years.
There will be steady growth in the future at about 3.3% a year. Very mild growth is expected
due to new entrants in the market. The steadiness in the personal product market is mostly due
to the developed brands that are considered for everyday use such as deodorant, shampoo, and
razor blades. These pre-developed brands are consistently purchased due to consumer
confidence and reliability.
Tobacco Products – We predict that there will be a significant drop in the tobacco sub-sector
over the next few years. Due to the recovering economy tobacco sales are expected to drop.
Consumers are less inclined to smoke during a recovering economy in lieu of a less stressful
financial position. This leads to a large decrease in tobacco sales. On top of the lack of
purchasing, excise taxes and raw material costs are expected to continue increasing towards the
future. Overall the tobacco industry is going to suffer significantly due to these economic factors.
Food Products – Food production will continue growing with economic recovery. Consumers
will have increased disposable income to spend on specialty food products and excess groceries.
Companies like Nestle, currently held in our sector, will profit from the growing sub-industry.
One downturn for food producers is the cost of raw materials which is supposed to increase in
the following years, though this will be offset by inflation rates and increased prices. In general
the food industry is going to take a positive turn.
Bottled Beverages – The bottled beverage industry is expected to decrease over the next few
years. Primarily in the soft drink section, as soft drinks are becoming less popular for health
reasons their profitability is going to decrease. Health regulations are also affecting this industry.
However, there is hope for companies within this sub-sector. The syrup and flavoring
production is expected to increase as soft drink sale decrease. If companies within this sector are
able to enter this niche market then they can continue to profit at a steady rate. We currently
hold Coca-Cola within this sub-industry. This developed company is currently working on
developing its niche in flavored waters and energy drinks to maintain its market share with
declining soft drink sales.
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Industry Outlook
Consumer Discretionary and Staples Sector
The consumer staples industry

The XLY represents the benchmark for the consumer discretionary sector. The XLY has
been outperforming the S&P 500 since the middle of 2009. The S&P 500 is currently
performing just below the breakeven point of investments whereas the XLY is performing near
30%. The sector is currently underrated and is selling for less than it is worth. Future
expectations from analysts believe that the consumer discretionary sector will continue to expend
within the recovering economy. The space between the value of the XLY and the S&P will
continue to decrease as the S&P maintains its recovery rate. The stocks that we hold in the XLY
are performing at approximately -7% due to an investment that had a significant drop, however
we expect this investment to offer returns in the future.
The XLP represents the benchmark for the consumer staples sector. The XLP has been
outperforming the S&P 500 since the middle of 2008. However, the rate at which the
performance of the XLP increases is slower than that of the XLY. The XLP is slightly above
20% for the moment. This sector SPDR is expected to continue to increase in value due to the
necessity of the products that are produced within this sector. The growth of the XLP will be
slow in comparison to the growth of the XLY and S&P 500. Our current stocks within the XLP
are performing around 7%.
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Economic Outlook
Over the last few months the market has showed signs of improvement, but investors are still
uncertain about what lies ahead. Next week the U.S. housing and GDP data will be released, so
fluctuations in the market are to be expected. In addition, the European debt crisis has been the
major topic of discussion; and most recently, Spain’s potential request for a bailout. The
upcoming Presidential Election has many people skeptical about the future path of the U.S. and
its effects on the economy. Upon the conclusion of the 2012 Election, suspicions will deteriorate
and the road to economic recovery. On September 13, 2012, Fed chairman Ben Bernanke
announced a third round of quantitative easing with plans to purchase $40 billion in Mortgage
Backed Securities each month for an undetermined period of time. Unlike previous quantitative
easing strategies that were given an ending date, this round could run for an extended period of
time. This should increase job growth and make a positive impact on the stagnant unemployment
rate. The negative effect of this strategy is the weaker U.S. dollar and rise in inflation which pose
a serious risk to the Consumer Staples and Discretionary sectors.
Consumer Staples Outlook
Several consumer staples companies are implementing cost-cutting programs to offset rising
commodity prices. Coca-Cola (KO) is streamlining its global supply chain, standardizing the
information system, and integrating Coca-Cola Enterprises’ North American business. Consumer
staples companies are also taking steps to improve long-term growth prospects.
The emerging markets of Asia, Eastern Europe, and Latin America offer ample growth
opportunities for food companies. Growth of the affluent, urban middle class population is
driving demand for processed & packaged foods in these markets. Aiming to cash on rising
health consciousness of consumers in U. S. and foreign markets, consumer staples companies are
constantly upgrading their offerings through innovations. Coca-Cola is offering low calorie
drinks and healthy beverages in emerging markets.
Many analysts have a neutral opinion on this sector as they anticipate earnings to decline with
increasing prices for raw materials eating into margins. Uncertain future economic conditions
have also lead investors to push up prices for companies in this sector, resulting in it having one
of the highest P/E ratios. Therefore the outlook for this sector remains neutral where companies
are try their best to cut costs, improve efficiency, and target emerging markets but the U.S.
consumer sentiments are still on the down low which may have a negative impact on the sector.
Consumer Discretionary Outlook
This sector is greatly impacted by economic conditions, particularly key metrics such as
consumer confidence, employment and disposable income. Consumer confidence decreased to
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60.6 in August, the lowest level in 2012. Unemployment decreased slightly to 8.1% in August,
but has stubbornly remained in the 8.1% - 8.3% range throughout 2012. Year-over-year growth
for disposable personal income modestly accelerated in July to 2.61% (vs. 2.43% in June), but it
remains significantly below the long-term average of 3.8% (since 1990) and close to the lowest
in twenty years. Stock and bond market volatility may hamper spending in the near term, but the
high-end consumer could be a powerful driver of future growth in the discretionary sector for the
following reasons. First, the stronger financial positions of affluent households in the U.S. may
support continued discretionary spending. Second, the growing high-net-worth populations in
emerging markets increasingly have displayed a taste for luxury goods. In our view, investing to
take advantage of this theme will require looking for those companies with the most attractive
products and services that will drive strong earnings growth and hence stock returns. Given the
increasing share of global wealth creation in developing economies, it is also important to
recognize that the growth of the market for high-end tastes is likely to be faster outside the
United States.
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Bottom-Up Industrials Sector
In the Archway Investment Fund, we look to use a bottom-up approach to investing. We focus
our attention on individual companies and look for companies that are trading below their
intrinsic value. We do this by looking at basic indicators that include the fundamentals listed
below.
The fundamentals include beta, EV/EBITDA, price-to-earnings, return on equity, dividend yield,
return on assets, return on invested capital, price-to-book value, and EV/Sales
After finding companies that fit these criteria, we then move into the sub-sector industries within
the Industrials Sector. These sub-sectors include: Aerospace and defense, air freight and logistics,
building products, construction and engineering, electrical equipment, conglomerates, machinery,
commercial services and supplies, airlines, marine, road and rail, and transportation
infrastructure companies. As portfolio managers, we want the companies to match the subsectors we believe are going to perform well against the benchmarks of the S&P 500 and SPDR
XLI. We break this down below in the report in the section of “Industrial Industry Sub Sectors”.
After analyzing the companies and industry sub-sectors, we move into the Industrials economy
outlook. Here, we are looking for indicators that can strengthen our analysis on the individual
companies. The economy in itself has very little determination on whether or not we believe the
individual company is intrinsically undervalued. The key component to our bottom-up approach
is our overall analysis on the individual company.
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Archway Investment Holding
FedEx Corporation (FDX)
Date
Bought
3/7/11

Purchase
Price
$90.71

Key Statistics
Beta
P/E DIV
(YLD%)
1.24
13.3 .6%

Target
Price
$117

Current Shares
Price
Held
$90.08
240

Outlook % of
Sub
Portfolio sector
Long
3.31%
Air Freight
and Logistics

P/BV

EV/Sales

EV/EBITDA %ROA

1.8

.61

$89.09

6.9%

%ROE Sharpe
Ratio
13.2% .098

Business Description
FedEx Corporation provides transportation, business services and e-commerce throughout the
United States as well as internationally. The business itself operates within four different
segments including FedEx Express, FedEx Ground, FedEx Freight and FedEx Services. FedEx
Express uses different shipping services to deliver packages and freight. This segment provides
international trade services and controls FedEx’s custom clearance services. FedEx Ground is
mainly used for residential ground package delivery services. FedEx Freight offers 58,000
vehicles and trailers from 366 service centers for freight services. FedEx Services provides all
the sales, marketing, and communication and information technology of the company.
Opportunities & Risks
Opportunities in FedEx include its huge air fleet with over 50,000 drop boxes that are unlikely to
be a replicated by fellow competitors. FedEx has competed since its founding and has faced
multiple economic cycles that have led to suffering short-term results, but overall long-term
growth. The corporation’s powerful network is here for the long run, and domestically should
improve with DHL’s withdrawal from the U.S. parcel delivery market. FedEx and competitor
UPS should both benefit from this change. High margins in the FedEx ground segment at around
twenty percent are a positive moving forward. Risks in FedEx include their high level of
international exposure. This makes FedEx vulnerable to downturns in global trade, economic
growth and political interference. The price of crude oil exposes FedEx as it is very dependent on
oil consumption and may have to raise the prices of its services if oil prices continue to rise.
FedEx Office revenue has declined due to a lack of copy demand. This segment is believed to
not be profit oriented and may need to be examined farther for the long term.
Stock Outlook
We believe in a positive outlook for FedEx Corporation over the next twelve months. The
current price for FedEx is around $91.10 and we have a target price set of $117. In the short term,
we expect a strong 4th quarter with sales over Thanksgiving and the holiday season to be strong.
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A relative low P/E ratio shows that FedEx is still favorable and should be a hold in our current
holdings.
Joy Global (JOY)
Date
Bought
10/26/12

Purchase
Price
$59.68

Key Statistics
Beta
P/E DIV
(YLD%)
2.10
8.2
1.2%

Target
Price
$75

Current Shares
Price
Held
$58.32
285

Sub
Outlook % of
Portfolio sector
Long
2.55%
Farm and
Construction
Machinery

P/BV

EV/Sales

EV/EBITDA %ROA

2.4

1.34

$80.00

12.9%

%ROE Sharpe
Ratio
33.0% .587

Business Description
Joy Global Incorporated serves mining companies worldwide. Joy was founded in 1884 and is
headquartered in Milwaukee, Wisconsin. Joy engages in the manufacture and servicing of
mining equipment for the extraction of coal, copper, iron ore, oil sands, and other minerals. The
company operates in two segments, Underground Mining Machinery and Surface Mining
Equipment. The Underground Mining Machinery segment produces continuous miners, long
wall shearers, powered roof supports, armored face conveyors, shuttle cars, flexible conveyor
trains, roof bolters, battery haulers, continuous haulage systems, feeder breakers, conveyor
systems, high angle conveyors, and crushing equipment, as well as rebuilds and services
equipment; and sells replacement parts and consumables in support of installed base. The
Surface Mining Equipment segment produces electric mining shovels, loaders, walking draglines,
and rotary blast hole drills for open-pit mining operations. It also provides logistics and life cycle
management support services, including equipment erections, relocations, inspections, service,
repairs, rebuilds, upgrades, used equipment, new and used parts, enhancement kits, and training,
as well as offers electric motor rebuilds, and other products and services to the non-mining
industrial segment.
Opportunities & Risks
The cyclical nature of Joy’s equipment manufacturing business could cause fluctuations in their
operating results. The cyclicality of Joy’s original equipment sales is driven primarily by
commodity prices, product life cycles, competitive pressures and other economic factors
affecting the mining industry such as company consolidation. Falling commodity prices have in
the past and may in the future lead to reductions in the production levels of existing mines, a
contraction in the number of existing mines, and the closure of less efficient mines.
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Joy is heavily dependent on the continued demand for coal, which is subject to economic and
climate related risks. Over two-thirds of Joy’s revenues come from our coal-mining
customers. Many of these customers supply coal for steel production and/or as fuel for the
production of electricity in the United States and other countries. Demand for steel is affected by
the global level of economic activity and economic growth. The pursuit of the most cost
effective form of electricity generation continues to take place throughout the world. Coal
combustion generates significant greenhouse gas emissions and governmental and private sector
goals and mandates to reduce greenhouse gas emissions may increasingly affect the mix of
electricity generation sources.
Many of our customers supply coal as a power generating source for the production of electricity
in the United States and other countries. The operations of these mining companies are
geographically diverse and are subject to or affected by a wide array of regulations in the
jurisdictions where they operate, including those directly impacting mining activities and those
indirectly affecting their businesses, such as applicable environmental laws. The high cost of
compliance with environmental regulations may also cause customers to discontinue or limit
their mining operations, and may discourage companies from expanding existing mines or
developing new mines. As a result of these factors, demand for our mining equipment could be
adversely affected by environmental regulations impacting the mining industry.
The mining industry is a capital-intensive business, with extensive planning and development
necessary to open a new mine. The success of our customers’ mining projects is largely
dependent on the efficiency with which the mine operates. If we are unable to provide continued
technological improvements in our equipment that meet our customers’ expectations, or the
industry’s expectations, on mine productivity, the demand for our mining equipment could be
adversely affected.
Stock Outlook
We believe that Joy Global has a positive outlook over the next twelve months and is
undervalued. We have set a price target of $75 with the company currently trading around
$58.32. This should be a hold for the portfolio over the long run.
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Cummins Incorporation (CMI)
Date
Bought
10/11/11

Purchase
Price
$95.75

Key Statistics
Beta
P/E DIV
(YLD%)
1.99
9.5
1.8%

Target
Price
$133

Current Shares
Price
Held
$95.75
161

Sub
Outlook % of
Portfolio sector
Long
2.44%
Diversified
Machinery

P/BV

EV/Sales

EV/EBITDA %ROA

3.0

.91

$115.16

16.4%

%ROE Sharpe
Ratio
34.2% .698

Business Description
Cummins designs, manufactures, distributes, and services diesel and natural gas engines, and
engine-related component products worldwide. It operates in four segments: Engine,
Components, Power Generation, and Distribution. The Engine segment offers a range of diesel
and natural gas powered engines under the Cummins and other customer brand names for the
heavy-and medium-duty truck, bus, recreational vehicle, light-duty automotive, agricultural,
construction, mining, marine, oil and gas, rail, and governmental equipment markets. This
segment also provides new parts and services, as well as remanufactured parts and engines.
The Components segment supplies filtration products, turbochargers, after treatment systems,
intake and exhaust systems, and fuel systems for commercial diesel applications. This segment
offers filtration and exhaust systems for on-and off-highway heavy-duty and mid-range
equipment, as well as supplies filtration products for industrial and passenger car applications.
This segment also develops after treatment and exhaust systems to help customers meet
emissions standards and fuel systems.
The Power Generation segment designs and manufactures components that make up power
generation systems, including engines, controls, alternators, transfer switches, and switchgear.
This segment also offers power generation systems, components, and services, including diesel,
natural gas, gasoline, and alternative-fuel electrical generator sets for use in recreational vehicles,
commercial vehicles, recreational marine applications, and home stand-by or residential
applications.
The Distribution segment provides parts and services, as well as service solutions, including
maintenance contracts, engineering services, and integrated products. The company sells its
products to original equipment manufacturers, distributors, and other customers. Cummins was
founded in 1919 and is headquartered in Columbus, IN.
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Opportunities & Risks
Opportunities for Cummins emerge as they have become an international powerhouse. Cummins
derives more than sixty percent of its business outside of North America and has joint ventures
with the largest truck makers in China and India. It is expected that Cummins has reduced their
break-even point from 300,000 to around 260,000 on producing engines. This should allow for
growth potential in other areas of the business as more assets can be structured in other areas.
Risks for Cummins include their forty percent unionized employees that have contracts expiring
over the next few years and could lead to operating profits that are affected. Still does not
produce a 13-liter engine, with only a 15-liter engine in the U.S. This could be a problem as
higher diesel prices could lead to companies looking for alternative engines. PACCAR and
Navistar are two of Cummins truck engine customers that have recently built their own
manufacturing facilities. This could reduce Cummins growth opportunities over the long run.

Stock Outlook
We believe that Cummins has a positive outlook over the next twelve months and is undervalued.
We have set a price target of $133 with the company currently trading around $92.84. A low P/E
ratio, a strong return on equity and a 1.8% forward dividend yield are all positives that we see in
the share value moving forward. This should be a hold for the portfolio over the long run.
Sauer Danfoss (SHS)
Date
Bought
10/1/12

Purchase
Price
$40.47

Key Statistics
Beta
P/E DIV
(YLD%)
2.35
9.6
3.5%

Target
Price
$58

Current Shares
Price
Held
$39.33
415

Sub
Outlook % of
Portfolio sector
Long
2.50%
Diversified
Machinery

P/BV

EV/Sales

EV/EBITDA %ROA

3.6

1.00

$43.89

16.01%

%ROE Sharpe
Ratio
38.24% .488

Business Description
Sauer-Danfoss together with its subsidiaries, engages in the design, manufacture, and sale of
engineered hydraulic and electronic systems, and components that generate, transmit, and control
power in mobile equipment worldwide. The company also provides electronic controls,
including microprocessor-based controllers, intelligent displays, joysticks, and electronic sensors,
as well as develops and licenses software that helps its customers to integrate components into
systems; and proportional valves, such as electro-hydraulic valves for forestry and agricultural
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harvesting equipment, and mechanically actuated valves for construction equipment. In addition,
it offers open circuit gear pumps and motors under the TurollaOCG brand name; cartridge valves
and hydraulic integrated circuits under the Comatrol brand; directional control valves under the
Valmova brand; inverters under the Schwarzmuller Inverter brand; and light duty hydrostatic
transmissions, gear reduction drives, piston pumps, and wheel motors under the brand HydroGear. The company sells its products directly or through distributors to original equipment
manufacturers of mobile equipment, including construction, road building, agricultural, turf care,
material handling, and specialty vehicle equipment. The company was founded in 1986 and is
based in Ames, Iowa.

Opportunities & Risks
The key major opportunities of Sauer-Danfoss include the U.S. market offsetting weaker
performance in Asia. The slowdown of growth in Asia has had a negative on the Industrials
Sector, but the U.S. market has been going strong in its presence and when production increases
in Asia, the bottom line will go up across the board. The company’s two major business lines,
Distribution, and Specialty Units make up approximately 61% of the company’s top-line growth.
Lastly the company has very strong long-run estimates. With the addition of a new CEO who
started October 5th, Sauer-Danfoss has a lot of growth potential for the next coming months.
The risks associated with Sauer-Danfoss are similar to risks of any other company in this sector.
The cyclicality and general economic conditions can affect production and therefore affect
company revenues. The fluctuating price of crude oil is a risk that most firms face in today’s
economy. If the price of crude oil goes up the profit margins will decrease and the overall
production will lessen. Unforeseen catastrophic events are always a risk to the company as a
natural disaster or terrorist attack can create heavy damage to logistical operations and cease
production and distribution.
Stock Outlook
We believe that Sauer Danfoss has a positive outlook over the next twelve months and is
undervalued. We have set a price target of $58 with the company currently trading around
$38.75. A low P/E ratio, a strong return on equity and a 3.5% forward dividend yield are all
positives that we see in the share value moving forward. This should be a hold for the portfolio
over the long run.
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Industrials Industry Sub Sectors
Sector Opportunities
Air freight and logistics: The air freight and logistics industry includes companies providing air
freight transportation, courier, and logistics services, including package and mail delivery and
customs agents. It does not include companies classified in the airlines, marine, or trucking
industries. The industry has a total market cap of $120.8 billion and a price-to-earnings ratio of
17.2. High fuel costs are always a concern, but are also a concern for most companies across the
board, but as large-scale companies look to become “green,” costs will be cut and fuel prices will
be less of a concern.
Building products: The building products industry includes manufacturers of building
components, home improvement products, and equipment. This industry does not include
manufactures of lumber and plywood classified under forest products, and cement and other
materials classified under construction materials. The total market cap for this industry is $33.5
billion dollars and has a price-to-earnings ratio of 71.5. Over the past year this industry has
outperformed the S&P 500 by 60%. It has been one of the best performing sectors and with the
growth in China and South America; we can expect the growth to become even higher. Europe is
still a concern, but we believe the global diversification of this industry spreads the risk out.
Construction and engineering: The construction and engineering sector includes companies
engaged primarily in non-residential construction, including civil engineering companies and
large-scale contractors. It does not include companies classified in the home-building industry.
The total market cap is $60.8 billion and the price-to-earnings ratio is 14.65. The dividend yield
for this industry is 1.69%, a little less than the 2.57% sector average. As the economy is at an
upswing and expanded, businesses flourish and commercial construction and design will be up.
Road and rail: This industry includes companies primarily providing goods, passenger railroads
and trucking transportation including vehicle rental and taxi companies. This sector has a total
market cap of $225.5 billion and a price-to-earnings ratio of 14.83. CSX, our road and rail
company has a P/E of 11.79 and a dividend yield of 2.67%. From 2011-2016, the road and rail
industry is forecasted to increase its volume by almost 47% and its sector value increase by
almost 40%.
Machinery: The machinery industry includes manufacturers of construction, farm and industrial
machinery, and heavy trucks. Machinery is one of the largest segments of the industrials sector
with a market cap of $457.2 billion. The price-to-earnings ratio is 21.84 and the EPS from 2011
to present is 68.45%. As the world economy grows, as it is expected to by 3.5% in 2012 and
4.1% in 2013, the demand for the machinery industry is correlated with increasing economic
activity.
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Industries to Avoid
Aerospace and defense: Aerospace and defense includes manufacturers of civil or military
aerospace and defense equipment, parts, or products, including defense electronics and space
equipment. The sub-sector has a total market cap of $380.4 billion, a price-to-earnings ratio of
15.83 and an average 1-year dividend yield of 2.73%. The dividend growth rate and earnings per
share growth rate over the past four quarters are about equal at 10.96% and 10.97% respectively.
We believe aerospace and defense is an industry to avoid because of the declining demand for
military spending in the United States. The uncertainty in the upcoming presidential election,
analysts are unsure of the economic stability of this sector.
Airlines: The airlines industry includes companies providing primarily passenger air
transportation. This sector has a total market cap of $74.7 billion and has a price-to-earnings
ratio of 15.68. The airline industry still faces challenges from the European debt crisis that inturn wipe out the positive impacts of lower fuel costs, increasing air traffic, and improved freight
market. The decline in the industry’s profitability is a function of the overall unfavorable macro
backdrop which the industry has to operate for the year.
Marine: The marine industry includes companies providing goods or passenger maritime
transportation. It does not include cruise ships classified in the hotels, resorts, and cruise lines
industry. Over the past year the marine industry has severely underperformed compared to the
S&P 500. There is slight optimism with a 10.0 price-to-earnings ratio and a 7.58% dividend yield,
however we believe that there may be unforeseen risks involved with investing in this sector
such as an EPS growth of -8.09% and low return on equity.
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Industry Outlook
We are looking at a neutral outlook for the Industrials sector over the course of the next six
months. Over the last three years, the XLI has had annualized returns of 20.26% compared to
16.38% for the S&P 500 index. Looking at the chart comparison over the last year of the XLI
versus the S&P 500 we can see the Industrials sector is underperforming the S&P 500 over the
last year. The S&P 500 is averaging around a 17% yearly return while the Industrial sector is
looking at around 15%.
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Economic Outlook
With the United States Commerce Department issuing better than expected results for September
retail sales, the same favorable metrics were placed on industrial production and capacity
utilization. The capacity utilization is a metric used to measure the rate at which potential output
levels are being met or used. The month of September yielded a modest increase in industrial
production by .4%. This percentage gives insight into the overall slack that is in the economy at a
given point of time. Capacity utilization rose to 78.3% in September, 30 basis points more than
the 78% reading in August. We expect that production will continue to increase, and with the
month-over-month increase in capacity utilization, the industrials sector will greatly benefit. The
industrials sector typically has a high beta; the beta of the Industrials SPDR (XLI) is 1.24. As the
economy performs well, the industrials sector outperforms benchmarks.
The XLI SPDR has a low price-to-earnings ratio around 6.60 and we believe that coal is a
current hot topic in our sector and can be a major driver in a positive or negative outlook. The
coal industry is both seasonal and cyclical by nature. There are companies that mine, process,
and market coal, and also companies that design and manufacture equipment used for extraction.
The industry is highly dependent on worldwide energy demand and pricing with the majority of
domestic coal production being consumed by electric power plants. Coal competes with other
fuel sources such as oil and natural gas and historically has had a solid cost advantage.
Coal production requires heavy investment in technology, equipment, land, and personnel to
deliver bulk quantities in an economy of scale. The barriers to entry into this area are very high
and competition is not very high. We are confident that with the increasing technologies that coal
will still be a staple in American production and excavation.

90 | P a g e

Archway Investment Fund

Financials
Adrian Leone
John-Paul Sullivan

Bottom-Up Financial Sector
When we analyze the financial sector, we focus on companies trading below their
intrinsic value with fundamental indicators better than their industry averages that offer a margin
of safety. Our process for determining intrinsic value involves quantitative and qualitative
analysis. When we believe a financial company meets these criteria, we apply qualitative
analysis. This includes researching a company to identify the following: business models,
company strategy, management integrity, long term brand loyalty, and market factors. We also
look at beta, EV/EBITDA, price-to-earnings, return on equity, dividend yield, return on assets,
return on invested capital, price-to-book value, and EV/Sales.
Once we find companies that meet these criteria we focus on the sub sectors including, real
estate, investment banks, commercial banks, and insurance companies. If these sub sectors offer
opportunity we look at the overall economic environment and how it will affect the individual
company. This strategy has proved effective for our sector.
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Archway Investment Holdings
Chubb Corporation (CB)
Date
Bought
2/22/12

Purchase
Price
$68.66

Target
Price
81.00

Current Shares
Price
Held
76.60
250

Outlook % of
Sub
Portfolio sector
Neutral 2.86%
Insurance

Key Statistics CB
Beta
.48

P/E

DIV
(YLD%)
13.60 2%

P/BV

EV/Sales

EV/EBITDA %ROA

1.37

1.69

9.27

2.97%

%ROE Sharpe
Ratio
10.59% 13.03

Business Description
The Chubb Corporation was founded in 1882, and it is headquartered in Warren, New Jersey. It
offers insurance for automobiles, homes, and personal coverage, as well as supplemental
accident and health insurance products and commercial insurance products. These include
multiple peril, casualty, workers compensation, property, and marine insurance. Aside from this
the company provides specialty insurance comprising professional liability and surety products
for private and public companies. The company sells its services through independent agents and
brokers in multiple parts of the world.
The Chubb Corporation has come a long way, since its inception in the fund. This company
specializes in insurance for private and public companies as well as individuals and specialty
insurance. It is a strong company with a low risk exposure, due to its proper underwriting
practices, and its strong management. It has a market Cap of $21.43B.
Looking at Chubb, the company has a slightly higher P/E ratio of 13.60, compared to its 5 year
average which is 9.3. This may indicate the company is now somewhat overvalued, or that
investors have high hopes for the company. Its price to sales is 1.57, while its 5 year average is
1.4 and its price to book value is 1.37 while its 5 year average is 1.20. This shows us the
company is slightly over its averages and might be at a fair value.
Chubb represents 2.86% of the fund, and has come from $68.66 to $80.60 which it closed on
October 22, 2012. This is a substantial gain from when it was bought on February of 2012. A
17.39% gain for the 9 months it has been held. This compares to the XLF, the financial industry
benchmark, which appreciated 10% while the S&P500 appreciated 5%. This shows how the
stock has outperformed both benchmarks.
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Opportunities & Risks
An opportunity that Chubb has is that interest rates have begun to slightly rise and they can
obtain higher yields leading to higher profits. Earned premiums are also expected to increase
between 4% and 6% in 2012, versus the 3.8% rise reported for 2011. Aside from this, the
company could continue its program of buying back shares which in 2011 was $1.7 billion. Its
underwriting margins should also improve due to a lower level of catastrophe claims, compared
to 2011, as noted by S&P analysts.
Some risks that Chubb might have towards achieving its target price are deterioration in claims
and how they are managed. Aside from this, there could be a loss of reserves due to
unprecedented events; such is the case of Hurricane Sandy. Finally there could be poor
management in the company’s investment portfolio which could lead to lower returns. Also with
recent growth in the housing sector, and the consumer sector, the company should be able to
make more profits as analysts note that its loan portfolio grew this recent quarter.
Stock Outlook
For Chubb, the stock price should be headed in a moderately upward direction from here on.
This is because its financial ratios are at their 5 year averages, as well as the stock’s price falling
back down. The company had a high chance to decline in price, and it did. Now we are waiting
for the stock to climb back to its recent highs, and this time, actually sell it. Even though the
company’s fundamentals are all very strong, from a numbers perspective the company runs the
risk of again being fairly valued. This will be so, if it rises again to its recent 52 week high. This
is why, a stop loss should be placed at $78, so once it gets there, we will not be surprised again
with another sharp decline as it recently occurred. It is important to note that a revaluation with
its 3rd quarter information will also be done to more knowledgably proceed.

Wells Fargo & Co. (WFC)
Date
Bought
10/22/12

Purchase
Price
$34.30

Target
Price
42.00

Current Shares
Price
Held
32.59
436

Sub
Outlook % of
Portfolio sector
Positive 2.12%
Insurance

Key Statistics WFC
Beta
1.25

P/E

DIV
(YLD%)
11.24 2.8%

P/BV

EV/Sales

EV/EBITDA %ROA

1.21

2.33

N/A

1.36%

%ROE Sharpe
Ratio
12.36% 7.77
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Business Description
Wells Fargo & Company was founded in 1852 and is headquartered in San Francisco, California.
It specializes in providing retail, commercial, and corporate banking services. Its three main
segments are community banking, wholesale banking and wealth, brokerage, and retirement. The
first segment is the community banking segment which offers deposits, such as checking, market
rate, and individual retirement accounts. As well as savings and time deposits and debit cards. It
also provides a diversity of loan products and makes equipment leases. The wholesale banking
segment offers commercial loans and lines of credit, letters of credit, asset-based lending,
equipment leasing, foreign exchange, treasury and investment management, and investment
banking services. The final segment or the wealth, brokerage, and retirement segment offers
financial advisory, wealth management, brokerage, retirement and much more. As of November
6, 2012, the company had around 9,000 stores, 12,000 ATMs, and had offices in approximately
35 countries.
Wells Fargo has incredibly high customer satisfaction rates and consistently wins awards for
outstanding customer service. Despite the falling interest rates deposits grew by 7%, in addition,
to loan growth of 7%. This is a strong domestic company which Warren Buffett is very fond of.
It has a strong core business, and it is one of the few banks which focuses mainly in commercial
banking and has a large deposit base. It was purchased at a discount when considering its
valuation ratios, and has a strong potential to grow. Our expectations for WFC are strong for as
mentioned it’s one of the few banks that focuses on core banking and has not expanded into high
risk investments and ventures. One of the main reasons we have strong hopes for the company is
because it is one of the few banks that would not be broken up or affected by legislation
currently created and pushed by our re-elected President.
Opportunities & Risks
One of the risk that exists is in the company’s core revenues, as they once again could decline
quarter over quarter as they recently reported. Wells Fargo’s 3rd quarter report noted core
revenues of $21.2 billion which showed a decline of 1% quarter over quarter. Another recent
number that appeared with in its latest quarter was a 3% decline in the mortgage business, as
noted by Credit Suisse, compared to the previous quarter. So small misses like these mentioned
are risks that the company runs, but overall as noted before, the company is well run and has
strong financial indicators. Aside from this if the financial sector is not broken up, and continues
to build stability liquidity and trust, this could be one of the key banks that outperforms its peers
for it one of the few companies which promotes these three important factors mentioned;
stability, liquidity and trust.
Stock Outlook
For WFC we have a positive outlook as it is a safe investment in the financial sector. As
mentioned before it is one of the few banks which would not be broken up if regulation
continues to be pushed and becomes law. This is because of the banks strong deposit growth.
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Also its valuation is currently under its historical 5 year average meaning it has much potential to
grow. Finally at its current price it has a potential to grow over 22% in the next 12 months based
on its current price target which is very a very positive return.
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Industry Sub Sectors
Real Estate
The real estate market appears strong. Real estate has been rising throughout the country and is
growing stronger. As interest rates remain low at least until 2015 more people and business will
be able to borrow at lower costs to buy more real estate. Currently the market hasn’t increased
drastically because of excess supply, but as this supply dries up and interest rates remain low,
real estate will continue to recover. Overall real estate is a very attractive investment and the
Archway Investment Fund will continue to search for investments in this sector that meet our
Investment Objective.
Commercial Banks
Commercial Banks are struggling. With declining net interest income as the yield curve flattens
it makes it more difficult for banks to make money. Deposits have risen because of the recent
FDIC rule insuring all non-interest bearing deposits above $250,000 however this is expected to
end in the coming months. In light of this, revenue from underwriting loans has been increasing.
Mortgage loans and refinancing rates are at all-time highs and we expect this to continue even as
interest rates remain low. Hopefully this added revenue is enough to make up for the loss in net
interest income.
Insurance Companies
Insurance companies have performed well in the last quarter, but with unexpected Hurricane
Sandy we expect them to perform very poorly next quarter. In the near future, insurance
companies may struggle as they continue to search for a high return on the spread between policy
income and returns from secured bonds. Those companies that make use of predictive modeling
and can prepare and plan for regulatory changes can adapt to the challenging situation and
prepare for greater growth post 2012. In the coming years we expect the insurance industry to
struggle. Given Hurricane Sandy and the industries share values we believe the general economy
will improve and we expect these companies to perform well in the 3-5 year target range.
Investment Banks and Asset Managers
Investment banks and asset managers have been challenged by the low interest rate environment
particular those who primarily manage fixed income portfolios. Luckily, most large investment
companies offer their clients a wide variety of products like alternative investments and equity
strategies. Cash has continued to flow into these strategies as investors search for yield. This may
bode well for select asset managers who offer a wide selection of equity and alternative products
because often times a higher fee is associated with these investment products versus fixed
income. With IPO rates down, but debt issuance up large investment banks and asset managers
are neutral. Some of these large companies may be forced to break up and we will continue to
search for opportunities that will meet our Investment Objective and be subjective to this
industry. We will continue to search for those asset managers and investment banks that
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specialize in alternative and equity asset classes and who will not be as affected by pending
regulation
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Financial Industry
The financial industry appears to be under critical examination and pending regulation.
Certain regulations like Dodd Frank have changed the landscape of the industry and have forced
many financial companies to grow larger to deal with the increasing compliance cost and
margins with increased regulation. However, it is important to note that historically these
companies have found ways around regulation and have continued to grow. However, this time
many companies have been deemed too big to fail from regulatory provisions in Dodd Frank and
this creates a certain amount of ambiguity in the industry. Despite this uncertainty the financial
sector has outperformed the market by 5%. It is inevitable that some of the largest financial firms
will have to break up. This may create turmoil in the industry and diseconomies of scale. Either
way it will have a profound effect on the industry. Looking at recent plans the only large
financial firm that will not be forced to break up is Wells Fargo and we believe that by
purchasing them we will be positioned well for any industry break ups.
Low interest rates also impact the financial industry. Most financial firms rely on AAA
investments to safe guard their investments. Interest rates have been on a downward spiral and
have caused banks to earn less income and thus lend out less to the community. In light of this,
these low interest rates benefit the real estate markets. Overall the industry appears bearish
however; certain areas offer exceptional opportunities like real estate.
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Economic Outlook
The United States economy as a whole seems grim. GDP growth is averaging below 2% and
unemployment still remains at 7.8% which is an improvement, but when coupled with the fact
that more people have dropped out of the labor force because of the expiring benefits the rate is
still too high and will continue to hinder economic growth. Real interest rates on 10 year
treasuries have turned negative and investors continue to search for high yielding investments
pushing many investors into the equity markets. Consumers still have yet to remarkably reduce
their debt loads. Households have been unable to generate new wealth and income to pay off
their debts. Income growth remains very low and this has been a problem for middle income
families. However, as the housing market continues to recover families will be better able to
deleverage and take advantage of the low interest rates.
In light of these negatives, capital spending has been very strong and has outpaced the last
recession. In addition, American businesses continue to build up cash, soon that cash will have to
be spent on new equipment or business improvements. US exports have been robust in the past 3
years and continue to climb, however manufacturing employment has not recovered much from
the recession. The products the United States has a comparative advantage in exporting today are
software and other high technology products that require fewer workers to produce. Lending is
up. This can be seen by looking at the growth in the M2 money supply. M2 has been growing at
a rate of 10%, which is a much higher rate than its 10 year average of 6%. These signals imply
that banks and financial firms are healthy again. Consumption is also just below pre-recession
levels which will help businesses grow. Nonetheless we are cautious the economy is still
experiencing slow growth, and feel bearish on the financial sector. We believe that the current
economic environment offers an unusual time for businesses, but due to the recent regulation,
financial firms may be broken up and will be under increased scrutiny and regulation.
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